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ECONOMIC GROWTH AND INCOME INEQUALITY* 


By Stmwon Kuznets 


The central theme of this paper is the character and causes of long- 
term changes in the personal distribution of income. Does inequality 
in the distribution of income increase or decrease in the course of a 
country’s economic growth? What factors determine the secular level 
and trends of income inequalities? 

These are broad questions in a field of study that has been plagued 
by looseness in definitions, unusual scarcity of data, and pressures of 
strongly held opinions. While we cannot completely avoid the resulting 
difficulties, it may help to specify the characteristics of the size-of- 
income distributions that we want to examine and the movements of 
which we want to explain. 

Five specifications may be listed. First, the units for which incomes 
are recorded and grouped should be family-expenditure units, properly 
adjusted for the number of persons in each—rather than income re- 
cipients for whom the relations between receipt and use of income can 
be widely diverse. Second, the distribution should be complete, i.e., 
should cover all units in a country rather than a segment either at the 
upper or lower tail. Third, if possible we should segregate the units 
whose main income earners are either still in the learning or already in 
the retired stages of their life cycle—to avoid complicating the picture 
by including incomes no¢ associated with full-time, full-fledged participa- 
tion in economic activity. Fourth, income should be defined as it is now 
for national income in this country, i.e., received by individuals, in- 
cluding income in kind, before and after direct taxes, excluding capital 
gains. Fifth, the units should be grouped by secular levels of income, 
free of cyclical and other transient disturbances. 

For such a distribution of mature expenditure units by secular levels 


* Presidential address delivered at the Sixty-seventh Annual Meeting of the American 
Economic Association, Detroit, Michigan, December 29, 1954. 
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of income per capita, we should measure shares of some fixed ordinal 
groups—percentiles, deciles, quintiles, etc. In the underlying array the 
units should be classified by average income levels for a sufficiently long 
span so that they form income-status groups—say a generation or 
about 25 years. Within such a period, even when classified by secular 
income levels, units may shift from one ordinal group to another. It 
would, therefore, be necessary and useful to study separately the rela- 
tive share of units that, throughout the generation period of reference, 
were continuously within a specific ordinal group, and the share of the 
units that moved into that specific group; and this should be done for 
the shares of “residents” and “migrants” within all ordinal groups. 
Without such a long period of reference and the resulting separation 
between “resident” and “migrant” units at different relative income 
levels, the very distinction between “low” and “high” income classes 
loses its meaning, particularly in a study of long-term changes in shares 
and in inequalities in the distribution. To say, for example, that the 
“lower” income classes gained or lost during the last twenty years in 
that their share of total income increased or decreased has meaning only 
if the units have been classified as members of the “lower” classes 
throughout those 20 years—and for those who have moved into or out 
of those classes recently such a statement has no significance. 
Furthermore, if one may add a final touch to what is beginning to 
look like a statistical economist’s pipe dream, we should be able to trace 
secular income levels not only through a single generation but at least 
through two—connecting the incomes of a given generation with those 
of its immediate descendants. We could then distinguish units that, 
throughout a given generation, remain within one ordinal group and 
whose children—through their generation—are also within that group, 
from units that remain within a group through their generation but 
whose children move up or down on the relative economic scale in their 
time. The number of possible combinations and permutations becomes 
large; but it should not obscure the main design of the income structure 
called for—the classification by long-term income status of a given 
generation and of its immediate descendants. If living members of 
society—as producers, consumers, savers, decision-makers on secular 
problems—react to long-term changes in income levels and shares, data 
on such an income structure are essential. An economic society can then 
be judged by the secular level of the income share that it provides for 
a given generation and for its children. The important corollary is that 
the study of long-term changes in the income distribution must distin- 
guish between changes in the shares of resident groups—resident within 
either one or two generations—and changes in the income shares of 
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groups that, judged by their secular levels, migrate upward or down- 
ward on the income scale. 

Even if we had data to approximate the income structure just out- 
lined, the broad question posed at the start—how income inequality 
changes in the process of a country’s economic growth—could be 
answered only for growth under defined economic and social conditions. 
And, in fact, we shall deal with this question in terms of the experience 
of the now developed countries which grew under the aegis of the busi- 
ness enterprise. But even with this limitation, there are no statistics 
that can be used directly for the purpose of measuring the secular 
income structure. Indeed, I have difficulty in visualizing how such 
information could practicably be collected—a difficulty that may be 
due to lack of familiarity with the studies of our colleagues in de- 
mography and sociology who have concerned themselves with prob- 
lems of generation or intergeneration mobility and status. But although 
we now lack data directly relevant to the secular income structure, 
the setting up of reasonably clear and yet difficult specifications is 
not merely an exercise in perfectionism. For if these specifications do 
approximate, and I trust that they do, the real core of our interest when 
we talk about shares of economic classes or long-term changes in these 
shares, then proper disclosure of our meaning and intentions is vitally 
useful. It forces us to examine and evaluate critically the data that are 
available; it prevents us from jumping to conclusions based on these 
inadequate data; it reduces the loss and waste of time involved in 
mechanical manipulations of the type represented by Pareto-curve- 
fitting to groups of data whose meaning, in terms of income concept, 
unit of observation, and proportion of the total universe covered, re- 
mains distressingly vague; and most important of all, it propels us 
toward a deliberate construction of testable bridges between the avail- 
able data and the income structure that is the real focus of our interest. 


I. Trends in Income Inequality 


Forewarned of the difficulties, we turn now to the available data. 
These data, even when relating to complete populations, invariably 
classify units by income for a given year. From our standpoint, this is 
their major limitation. Because the data often do not permit many 
size-groupings, and because the difference between annual income 
incidence and longer-term income status has less effect if the number of 
classes is small and the limits of each class are wide, we use a few wide 
classes. This does not resolve the difficulty; and there are others due to 
the scantiness of data for long periods, inadequacy of the unit used— 
which is, at best, a family and very often a reporting unit—errors in the 
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data, and so on through a long list. Consequently, the trends in the 
income structure can be discerned but dimly, and the results considered 
as preliminary informed guesses. 

The data are for the United States, England, and Germany—a scant 
sample, but at least a starting point for some inferences concerning 
long-term changes in the presently developed countries. The general 
conclusion suggested is that the relative distribution of income, as 
measured by annual income incidence in rather broad classes, has been 
moving toward equality—with these trends particularly noticeable 
since the 1920’s but beginning perhaps in the period before the first 
world war. 

Let me cite some figures, all for income before direct taxes, in sup- 
port of this impression. In the United States, in the distribution of in- 
come among families (excluding single individuals), the shares of the 
two lowest quintiles rise from 13% per cent in 1929 to 18 per cent in the 
years after the second world war (average of 1944, 1946, 1947, and 
1950); whereas the share of the top quintile declines from 55 to 44 per 
cent, and that of the top 5 per cent from 31 to 20 per cent. In the 
United Kingdom, the share of the top 5 per cent of units declines from 
46 per cent in 1880 to 43 per cent in 1910 or 1913, to 33 per cent in 
1929, to 31 per cent in 1938, and to 24 per cent in 1947; the share of 
the lower 85 per cent remains fairly constant between 1880 and 1913, 
between 41 and 43 per cent, but then rises to 46 per cent in 1929 and 
55 per cent in 1947. In Prussia income inequality increases slightly 
between 1875 and 1913—the shares of the top quintile rising from 48 
to 50 per cent, of the top 5 per cent from 26 to 30 per cent; the share 
of the lower 60 per cent, however, remains about the same. In Saxony, 
the change between 1880 and 1913 is minor: the share of the two 
lowest quintiles declines from 15 to 14% per cent; that of the third 
quintile rises from 12 to 13 per cent, of the fourth quintile from 1614 
to about 18 per cent; that of the top quintile declines from 56% to 
54% per cent, and of the top 5 per cent from 34 to 33 per cent. In 
Germany as a whole, relative income inequality drops fairly sharply 
from 1913 to the 1920’s, apparently due to decimation of large for- 
tunes and property incomes during the war and inflation; but then 
begins to return to prewar levels during the depression of the 1930’s.* 

* The following sources were used in calculating the figures cited: 

United States. For recent years we used Income Distribution by Size, 1944-1950 (Wash- 
ington, 1953) and Selma Goldsmith and others, “Size Distribution of Income Since the 
Mid-Thirties,” Rev. Econ. Stat., Feb. 1954, XXXVI, 1-32; for 1929, the Brookings Institu- 

+ tion data as adjusted in Simon Kuznets, Shares of Upper Groups in Income and Savings 


(New York, 1953), p. 220. 
United Kingdom. For 1938 and 1947, Dudley Seers, The Levelling of Income Since 1938 
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Even for what they are assumed to represent, let alone as approxima- 
tions to shares in distributions by secular income levels, the data are 
such that differences of two or three percentage points cannot be as- 
signed significance. One must judge by the general weight and consen- 
sus of the evidence—which unfortunately is limited to a few countries. 
It justifies a tentative impression of constancy in the relative distribu- 
tion of income before taxes, followed by some narrowing of relative 
income inequality after the first world war—or earlier. 

Three aspects of this finding should be stressed. First, the data are 
for income before direct taxes and exclude contributions by govern- 
ment (e.g., relief and free assistance). It is fair to argue that both the 
proportion and progressivity of direct taxes and the proportion of total 
income of individuals accounted for by government assistance to the 
less privileged economic groups have grown during recent decades. This 
is certainly true of the United States and the United Kingdom, but in 
the case of Germany is subject to further examination. It follows that 
the distribution of income after direct taxes and including free contribu- 
tions by government would show an even greater narrowing of in- 
equality in developed countries with size distributions of pretax, ex- 
government-benefits income similar to those for the United States and 
the United Kingdom. 

Second, such stability or reduction in the inequality of the percentage 
shares was accompanied by significant rises in real income per capita. 
The countries now classified as developed have enjoyed rising per 
capita incomes except during catastrophic periods such as years of 
active world conflict. Hence, if the shares of groups classified by their 
annual income position can be viewed as approximations to shares of 
groups classified by their secular income levels, a constant percentage 
share of a given group means that its per capita real income is rising 
at the same rate as the average for all units in the country; and a re- 
duction in inequality of the shares means that the per capita income 
of the lower-income groups is rising at a more rapid rate than the per 
capita income of the upper-income groups. 

The third point can be put in the form of a question. Do the distribu- 


(Oxford, 1951) p. 39; for 1929, Colin Clark, National Income and Outlay (London, 1937) 
Table 47, p. 109; for 1880, 1910, and 1913, A. Bowley, The Change in the Distribution of 
the National Income, 1880-1913 (Oxford, 1920). 

Germany. For the constituent areas (Prussia, Saxony and others) for years before the 
first world war, based on S. Prokopovich, National Income of Western European Countries 
(published in Moscow in the 1920’s). Some summary results are given in Prokopovich, 
“The Distribution of National Income,” Econ. Jour., March 1926, XXXVI, 69-82. See also, 
“Das Deutsche Volkseinkommen vor und nach dem Kriege,” Einzelschrift zur Stat. des 
Deutschen Reichs, no. 24 (Berlin, 1932), and W. S. and E. S. Woytinsky, World Popula- 
tion and Production (New York, 1953) Table 192, p. 709. 
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tions by annual incomes properly reflect trends in distribution by 
secular incomes? As technology and economic performance rise to 
higher levels, incomes are less subject to transient disturbances, not 
necessarily of the cyclical order that can be recognized and allowed 
for by reference to business cycle chronology, but of a more irregular 
type. If in the earlier years the economic fortunes of units were sub- 
ject to greater vicissitudes—poor crops for some farmers, natural 
calamity losses for some nonfarm business units—if the over-all propor- 
tion of individual entrepreneurs whose incomes were subject to such 
calamities, more yesterday but some even today, was larger in earlier 
decades, these earlier distributions of income would be more affected 
by transient disturbances. In these earlier distributions the temporarily 
unfortunate might crowd the lower quintiles and depress their shares 
unduly, and the temporarily fortunate might dominate the top quintile 
and raise its share unduly—proportionately more than in the distribu- 
tions for later years. If so, distributions by longer-term average in- 
comes might show less reduction in inequality than do the distributions 
by annual incomes; they might even show an opposite trend. 

One may doubt whether this qualification would upset a narrowing 
of inequality as marked as that for the United States, and in as short 
a period as twenty-five years. Nor is it likely to affect the persistent 
downward drift in the spread of the distributions in the United King- 
dom. But I must admit a strong element of judgment in deciding how 
far this qualification modifies the finding of long-term stability followed 
by reduction in income inequality in the few developed countries for 
which it is observed or is likely to be revealed by existing data. The 
important point is that the qualification is relevant; it suggests need for 
further study if we are to learn much from the available data con- 
cerning the secular income structure; and such study is likely to yield 
results of interest in themselves in their bearing upon the problem 
of trends in temporal instability of income flows to individual units 
or to economically significant groups of units in different sectors of 
the national economy. 


II. An Attempt at Explanation 


If the above summary of trends in the secular income structure of 
developed countries comes perilously close to pure guesswork, an 
attempt to explain these dimly discernible trends may surely seem 
foolhardy. Yet it is necessary to do so if only to bring to the surface 
some factors that may have been at play; induce a search for data 
bearing upon these factors; and thus confirm or revise our impressions 
of the trends themselves. Such preliminary speculations are useful 
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provided it is recognized that we are at a relatively early stage in a 
long process of interplay among tentative summaries of evidence, 
preliminary hypotheses, and search for additional evidence that might 
lead to reformulation and revisions—as bases for new analysis and 
further search. 

The present instalment of initial speculation may be introduced by 
saying that a long-term constancy, let alone reduction, of inequality in 
the secular income structure is a puzzle. For there are at least two 
groups of forces in the long-term operation ,of developed countries that 
make for increasing inequality in the distribution of income before 
taxes and excluding contributions by governments. The first group 
relates to the concentration of savings in the upper-income brackets. 
According to all recent studies of the apportionment of income between 
consumption and savings, only the upper-income groups save; the 
total savings of groups below the top decile are fairly close to zero. For 
example, the top 5 per cent of units in the United States appear to 
account for almost two-thirds of individuals’ savings; and the top 
decile comes close to accounting for all of it. What is particularly im- 
portant is that the inequality in distribution of savings is greater than 
that in the distribution of property incomes, and hence of assets.” 
Granted that this finding is based on distribution of annual income, 
and that a distribution by secular levels would show less inequality in 
income and correspondingly less concentration of savings, the in- 
equality in savings would still remain fairly sharp, perhaps more so 
than in holdings of assets. Other conditions being equal, the cumulative 
effect of such inequality in savings would be the concentration of an 
increasing proportion of income-yielding assets in the hands of the 
upper groups—a basis for larger income shares of these groups and 
their descendants. 

The second source of the puzzle lies in the industrial structure of 
the income distribution. An invariable accompaniment of growth in 
developed countries is the shift away from agriculture, a process usu- 
ally referred to as industrialization and urbanization. The income dis- 
tribution of the total population, in the simplest model, may therefore 
be viewed as a combination of the income distributions of the rural 
and of the urban populations. What little we know of the structures 
of these two component income distributions reveals that: (a) the 
average per capita income of the rural population is usually lower than 
that of the urban;* (b) inequality in the percentage shares within the 

* See Kuznets, of. cit., particularly Chapters 2 and 6. 


*The lower level of per capita income of the agricultural or rural population compared 
with that of urban is fairly well established, for this country by states, and for many 
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distribution for the rural population is somewhat narrower than in 
that for the urban population—even when based on annual income; and 
this difference would probably be wider for distributions by secular 
income levels.* Operating with this simple model, what conclusions do 
we reach? First, all other conditions being equal, the increasing weight 
of urban population means an increasing share for the more unequal of 
the two component distributions. Second, the relative difference in per 
capita income between the rural and urban populations does not 
necessarily drift downward in the process of economic growth: indeed, 
there is some evidence to suggest that it is stable at best, and tends to 
widen because per capita productivity in urban pursuits increases more 
rapidly than in agriculture. If this is so, inequality in the total in- 
come distribution should increase. 

Two questions then arise: First, why does the share of the top- 
income groups show no rise over time if the concentration of savings 
has a cumulative effect? Second, why does income inequality decline 
and particularly why does the share of the lower-income groups rise if 
both the weight of the more unequal urban income distribution and the 
relative difference between per capita urban and per capita rural in- 
comes increase? 

The first question has been discussed elsewhere, although the re- 
sults are still preliminary hypotheses,’ and it would be impossible to 
do more here than summarize them briefly. 


Factors Counteracting the Concentration of Saving 


One group of factors counteracting the cumulative effect of con- 


other countries (see, ¢.g., a summary table of closely related measures of product and 
workers engaged, for various divisions of the productive system, in Colin Clark, Conditions 
of Economic Progress, 2nd ed. [London 1951], pp. 316-18). The same table suggests, for 
the countries with sufficiently long records, a stable or increasing relative difference between 
per-worker product in agriculture and per-worker product in other sectors of the economy. 


* This is true of the U. S. distributions prior to the second world war (see sources cited 
in footnote 1); in the years after the second world war the difference seems to have disap- 
peared. It is true of the distributions for Prussia, cited by Prokopovich; and most conspicu- 
ous for India today as shown in the rough distributions by M. Mukherjee and A. K. Ghosh 
in “The Pattern of Income and Expenditures in the Indian Union: A Tentative Study,” 
International Statistical Conferences, December 1951, Calcutta, India, Part III, pp. 49-68. 

* Some elements of the discussion appeared in “Proportion of Capital Formation to Na- 
tional Product,” a paper submitted to the annual meeting of the American Economic Associ- 
ation in 1951 and published in Am. Econ. Rev., Proceedings, May 1952, XLII, 507-26. A 
more elaborate statement is presented in “International Differences in Capital Formation 
and Financing” (particularly Appendix C, Levels and Trends in Income Shares of Upper 
Income Groups), a paper submitted to a Conference on Capital Formation and Economic 
Growth held in 1953 under the auspices of the Universities-National Bureau Committee 
for Economic Research. It is now in press as part of the volume of proceedings of that 
conference. 
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centration of savings upon upper-income shares is legislative interfer- 
ence and “political” decisions. These may be aimed at limiting the 
cumulation of property directly through inheritance taxes and other 
explicit capital levies. They may produce similar effects indirectly, 
e.g., by government-permitted or -induced inflation which reduces the 
economic value of accumulated wealth stored in fixed-price securities 
or other properties not fully responsive to price changes; or by legal 
restriction of the yield on accumulated property, as happened recently 
in the form of rent controls or of artificially low long-term interest rates 
maintained by the government to protect the market for its own bonds. 

To discuss this complex of processes is beyond the competence of 
this paper, but its existence and possible wide effect should be noted 
and one point emphasized. All these interventions, even when not 
directly aimed at limiting the effects of accumulation of past savings 
in the hands of the few, do reflect the view of society on the long-term 
utility of wide income inequalities. This view is a vital force that would 
operate in democratic societies even if there were no other counteract- 
ing factors. This should be borne in mind in connection with changes in 
this view even in developed countries, which result from the process of 
growth and constitute a re-evaluation of the need for income in- 
equalities as a source of savings for economic growth. The result of 
such changes would be an increasing pressure of legal and political 
decisions on upper-income shares—increasing as a country moves to 
higher economic levels. 

We turn to three other, less obvious groups of factors countervailing 
the cumulative effects of concentration of savings. The first is demo- 
graphic. In the presently developed countries there have been dif- 
ferential rates of increase between the rich and the poor—family con- 
tro] having first spread to the former. Hence, even disregarding mi- 
gration, one can argue that the top 5 per cent of 1870 and its descend- 
ants would account for a significantly smaller percentage of the popu- 
lation in 1920. This is even more likely in a country like the United 
States with its substantial immigration—usually entering the income 
distribution at the lower-income levels; and may be less likely in a 
country from which the poor have emigrated. The top 5 per cent of 
population in 1920 is, therefore, comprised only partly of the de- 
scendants of the top 5 per cent of 1870; perhaps half or a larger 
fraction must have originated in the lower-income brackets of 1870. 
This means that the period during which effects of concentration of 
savings can be assumed to have cumulated to raise the income share 
of any given fixed ordinal group (whether it be the top 1, 5, or 10 per 
cent of the population) is much shorter than the fifty years in the 
span; and hence these effects are much weaker than they would have 


conference. 
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been if the top 5 per cent of 1870 had, through their descendants, filled 
completely the ranks of the top 5 per cent of the population of 1920. 
Although the cumulative effect of savings may be to raise the relative 
income of a progressively diminishing top proportion of total popula- 
tion, their effect on the relative share of a fixed top proportion of the 
population is much reduced. — 

The second group of forces resides in the very: nature of a dynamic 
economy with relative freedom of individual opportunity. In such a 
society technological change is rampant and property assets that 
originated in older industries almost inevitably have a diminishing 
proportional weight in the total because of the more rapid growth of 
younger industries. Unless the descendants of a high-income group 
manage to shift their accumulating assets into new fields and partici- 
pate with new entrepreneurs in the growing share of the new and more 
profitable industries, the long-range returns on their property holdings 
are likely to be significantly lower than those of the more recent 
entrants into the class of substantial asset holders. “From shirt-sleeves 
to shirt-sleeves in three generations” probably exaggerates the effects 
of this dynamism of a growing economy: there are, among the upper- 
income groups of today, raany descendants of the upper-income groups 
of more than three or even four generations ago. But the adage is 
realistic in the sense that a long unbroken sequence of connection with 
rising industries and hence with major sources of continued large 
property incomes is exceedingly rare; that the successful great entre- 
preneurs of today are rarely sons of the great and successful entrepre- 
neurs of yesterday. 

The third group of factors is suggested by the importance, even in 
the upper-income brackets, of service income. At any given time, only 
a limited part of the income differential of a top group is accounted for 
by the concentration of property yields: much of it comes from the 
high level of service income (professional and entrepreneurial earnings 
and the like). The secular rise in the upper incomes due to this source is 
likely to be less marked than in the service incomes of lower brackets, 
and for two somewhat different reasons. First, in so far as high levels 
of service incomes of given upper units are due to individual excellence 
(as is true of many professional and entrepreneurial pursuits), there 
is much less incentive for and possibility of keeping such incomes at 
continued high relative levels. Hence, the service incomes of the de- 
scendants of an initially high level unit are not likely to show as strong 
an upward trend as the incomes for the large body of population at 
lower-income levels. Second, a substantial part of the rising trend in 
per capita income is due to interindustry shift, i.e., a shift of workers 
from lower-income to higher-income industries. The possibilities of rise 
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due to such interindustry shifts in the service incomes of the initially 
high-income groups are much more limited than for the population as a 
whole: they are already in high-income occupations and industries and 
the range for them toward higher paid occupations is more narrowly 
circumscribed. 

These three groups of factors, even disregarding such legislative and 
political intervention as is indicated above, are all characteristics of a 
dynamic growing economy. The differentials in rate of natural increase 
between the upper- and the lower-income groups are true only of a 
rapidly growing population—with or without immigration—-but ac- 
companied by declining death rates and declining birth rates, a demo- 
graphic pattern associated in the past only with the growing Western 
economies. The impact of new industries on obsolescence of already 
established wealth as a source of property income is clearly a function 
of rapid growth, and the more rapid the growth the greater the impact 
will be. The effect of interindustry shifts on the rise of per capita 
income, particularly of lower-income groups, is also a function of 
growth since only in a growing economy is there much shift in the 
relative importance of the several industrial sectors. One can then say, 
in general, that the basic factor militating against the rise in upper- 
income shares that would be produced by the cumulative effects of 
concentration of savings, is the dynamism of a growing and free 
economic society. 

Yet while the discussion answers the original question, it yields 
no determinate answer as to whether the trend in income shares of 
upper groups is upward, downward, or constant. Even for the specific 
question discussed, a determinate answer depends upon the relative 
balance of factors—continuous concentration of savings making for 
an increasing share, and the offsetting forces tending to cancel this 
effect. To tell what the trend of upper-income shares is likely to be, we 
need to know much more about the weights of these conflicting pres- 
sures. Moreover, the discussion has brought to the surface factors that, 
in and of themselves, may cause either an upward or a downward trend 
in the share of upper-income groups and hence in income inequality— 
in distributions of annual or of secular income. For example, the new 
entrants into the upper groups—the upward “migrants”—-who rise 
either because of exceptional ability or attachment to new industries or 
for a variety of other reasons—may be entering the fixed upper group 
of say the top 5 per cent with an income differential—either annual or 
long-term—that may be relatively greater than that of entrants in the 
preceding generation. Nothing in the argument so far excludes this 
possibility—-which would mean a rise in the share of upper-income 
groups, even if the share of the old “resident” part remains constant or 
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even declines. Even disregarding other factors that will be noted in the 
next section, no firm conclusion as to trends of upper-income shares 
can be derived from the bare model discussed. Search for further data 
might yield evidence that would permit a reasonably rough but deter- 
minate conclusion; but I have no such evidence at hand. 


The Shift from Agricultural to Nonagricultural Sectors 


What about the trend toward greater inequality due to the shift 
from the agricultural to the nonagricultural sectors? In view of the im- 
portance of industrialization and urbanization in the process of eco- 
nomic growth, their implications for trends in the income distribution 
should be explored—even though we have neither the necessary data 
nor a reasonably complete theoretical model. 

The implications can be brought out most clearly with the help of a 
numerical illustration (see Table I). In this illustration we deal with 
two sectors: agriculture (A) and all others (B). For each sector we 
assume percentage distributions of total sector income among sector 
deciles: one distribution (£) is of moderate inequality, with the shares 
starting at 5.5 per cent for the lowest decile and rising 1 percentage 
point from decile to decile to reach 14.5 per cent for the top decile; the 
other distribution (UV) is much more unequal, the shares starting at 1 
per cent for the lowest decile, and rising 2 percentage points from decile 
to decile to reach 19 per cent for the top decile. We assign per capita 
incomes to each sector: 50 units to A and 100 units to B in case I (lines 
1-10 in the illustration); 50 to A and 200 to B in case II (lines 11-20). 
Finally, we allow the proportion of the numbers in sector A in the total 
number to decline from 0.8 to 0.2. 

The numerical illustration is only a partial summary of the calcula- 
tions, showing the shares of the lowest and highest quintiles in the in- 
come distribution for the total population under different assumptions.° 
The basic assumptions used throughout are that the per capita income 
of sector B (nonagricultural) is always higher than that of sector A; 
that the proportion of sector A in the total number declines; and that 
the inequality of the income distribution within sector A may be as 
wide as that within sector B but not wider. With the assumptions con- 


* The underlying calculations are quite simple. For each case we distinguish 20 cells within 
the total distribution—sets of ten deciles for each sector. For each cell we compute the 
percentage shares of both number and income in the number and income of total popula- 
tion, and hence also the relative per capita income of each cell. The cells are ther arrayed 
in increasing order of their relative per capita income and cumulated. In the resulting 
cumulative distributions of number and countrywide income we establish, by arithmetic 
interpolation, if interpolation is needed, the percentage shares in total income of the 
successive quintiles of the country’s population. 
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TABLE I.—PERCENTAGE SHARES OF IST AND 5TH QUINTILES IN THE INCOME DISTRIBUTION 
FoR TOTAL PopuLATION UNDER VARYING ASSUMPTIONS CONCERNING PER CAPITA 
Income WITHIN THE SECTORS, PROPORTIONS OF SECTORS 1N TOTAL NUMBER, 

AND INTRASECTOR INCOME DISTRIBUTIONS 


Proportion of Number in Sector A 
to Total Number 
0.8 | 0.7 | 0.6 | 0.5 | 0.4 | 0.3 | 0.2 
I. Per Capita Income of Sector A= 50; 
of Sector B= 100 
1. Per capita income of total pop- 
ulation 60 65 70 75 80 85 90 
Distribution (Z) for Both Sec- 
tors 
2. Share of ist quintile 10.5} 9.9] 9.6| 9.3] 9.4] 9.8] 10.2 
3. Share of 5th quintile 34.2 | 35.8 | 35.7 | 34.7 | 33.2 | 31.9 | 30.4 
4. Range (3-2) 23.7 | 25.9 | 26.1 | 25.3 | 23.9 | 22.1 | 20.2 
Distribution (U) for Both Sec- 
tors 
5. Share of ist quintile 3.8] 3.7| 3.8] 3.8] 3.9 
6. Share of 5th quintile 40.7 | 41.9 | 42.9 | 42.7 | 41.5 | 40.2 | 38.7 
7. Range (6-5) 36.8 | 38.1 | 39.1 | 39.0 | 37.8 | 36.4 | 34.8 
Distribution (EZ) for Sector A, 
(U) for Sector B 
8. Share of 1st quintile 9.3} 8.3) 7.4] 6.7] 6.0] 5.4] 4.9 
9. Share of 5th quintile 37.7 | 41.0 | 42.9 | 42.7 | 41.5 | 40.2 | 38.7 
10. Range (9-8) 28.3 | 32.7 | 35.4 | 36.0 | 35.5 | 34.8 | 33.8 
II. Per Capita Income of Sector A= 50; 
of Sector B=200 
11. Per capita income of total pop- 
ulation 80 95 |110 |140 {170 
Distribution (Z) for Both Sec- , 
tors 
12. Share of ist quintile 7.9| 6.8] 6.1] 5.6] 5.4] 5.4] 5.9 
13. Share of 5th quintile 50.0 | 49.1 | 45.5 | 41.6 | 38.0 | 35.0 | 32.2 
14. Range (13-12) 42.1 | 42.3 | 39.4 | 36.0 | 32.6 | 29.6 | 26.3 
Distribution (UV) for Both Sec- 
tors 
15. Share of ist quintile 291 2.91 2.61 208 2.2) 
16. Share of 5th quintile 52.7 | 56.0 | 54.5 | 51.2 | 47.4 | 44.1 | 40.9 
17. Range (16-15) 49.6 | 53.1 | 51.8 | 48.6 | 44.8 | 41.4 | 37.9 
Distribution (EZ) for Sector A, 
(U) for Sector B 
18. Share of 1st quintile 7.4| 6.2] 5.4] 4.7] 4.2} 3.9] 3.8 
19. Share of 5th quintile 51.6 | 56.0 | 54.6 | 51.2 | 47.4 | 44.1 | 40.9 
20. Range (19-18) 44.2 | 49.8 | 49.2 | 46.5 | 43.2 | 40.2 | 37.2 


For methods of calculating the shares of quintiles, see text (p. 12 and fn. 6). Some differences 
will not check because of rounding. ‘ 


cerning three sets of factors—intersector differences in per capita in- 
come, intrasector distributions, and sector weights—varying within the 
limitations just indicated, the following conclusions are suggested: 
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First, if the per capita income differential increases, or if the income 
distribution is more unequal for sector B than for sector A, or if both 
conditions are present, the rise over time in the relative weight of sector 
B causes a marked increase in inequality in the countrywide incor:e 
distribution. We have here a demonstration of the effects upon trends 
in income inequality of interindustry shifts away from agriculture dis- 
cussed above (pp. 7-8). 

Second, if the intrasector income distribution is the same for both 
sectors, and the widening inequality in the countrywide income distribu- 
tion is due only to the increasing per capita income differential in favor 
of sector B, such widening is greater when the intrasector income dis- 
tributions are characterized by moderate rather than wide inequality. 
Thus, if the intrasector distributions are of the E type, the range in the 
countrywide distribution widens from 23.7 to 26.3 as proportion of A 
drops from 0.8 to 0.2 and as the ratio of per capita income of sector B 
to that of sector A changes from 2 to 4 (see line 4, col. 1, and line 14, 
col. 7). If the U distributions are used, the range, under identical con- 
ditions, widens only from 36.8 to 37.9 (see line 7, col. 1, and line 17, 
col. 7). This difference is revealed more clearly by the change in the 
share of the Ist quintile, which bears the brunt of widening inequality: 
for the Z distribution, the share drops from 10.5 (line 2, col. 1) to 5.9 
(line 12, col. 7); for the U distribution, from 3.8 (line 5, col. 1) to 3.1 
(line 15, col. 7). 

Third, if the per capita income differential between sectors is con- 
stant, but the intrasector distribution of B is more unequal than that of 
A, the widening inequality in the countrywide distribution is the 
greater, the lower the assumed per capita income differential. Thus for 
a differential of 2 to 1, the range widens from 28.3 when the proportion 
of A is 0.8 (line 10, col. 1) to 36.0 at the peak when the proportion of 
A is 0.5 (line 10, col. 4) and is still 33.8 when the proportion of A drops 
to 0.2 (line 10, col. 7). For a per capita income differential of 4 to 1, the 
widening of the range at the maximum is only from 44.2 (line 20, col. 
1) to 49.8 (line 20, col. 2) and then the range declines to 37.2 (line 20, 
col. 7), well below the initial level. 

Fourth, the assumptions utilized in the numerical illustration—of a 
rise in proportions of total number in section B, of greater inequality 
in the distribution within sector B, and of the growing excess of per 
capita income in B over that in A—yield a decline in the share of the 1st 
quintile that is much more conspicuous than the rise in the share of the 
5th quintile. Thus the share of the 1st quintile, with the proportion of A 
at 0.8, distribution in B more unequal than in A, and a per capita in- 
come differential of 2 to 1, is 9.3 (line 8, col. 1). As we shift to a pro- 
portion of A of 0.2, and a per capita income differential of 4 to 1, the 
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share of the 1st quintile drops to 3.8 (line 18, col. 7). Under the same 
conditions, the share of the 5th quintile changes from 37.7 (line 9, col. 
1) to 40.9 (line 19, col. 7). 

Fifth, even if the differential in per capita income between the two 
sectors remains constant and the intrasector distributions are identical 
for the two sectors, the mere shift in the proportions of numbers pro- 
duces slight but significant changes in the distribution for the country 
as a whole. In general, as the proportion of A drifts from 0.8 down- 
wards, the range tends first to widen and then to diminish. When the per 
capita income differential is low (2 to 1), the widening of the range 
reaches a peak close to middle of the series, i.e., at a proportion of A 
equal to 0.6 (lines 4 and 7); and the movements in the range tend to be 
rather limited. When the per capita income differential is large (4 to 1), 
the range contracts as soon as the proportion of A passes the level of 
0.7, and the decline in the range is quite substantial (lines 14 and 17). 

Sixth, of particular bearing upon the shares of upper-income groups 
is the finding that the share of the top quintile declines as the propor- 
tion of A falls below a certain, rather high fraction of total numbers. 
There is not a single case in the illustration in which the share of the 
5th quintile fails to decline, either throughout or through a substantial 
segment of the sequence in the downward movement of the proportion 
of A from 0.8 to 0.2. In lines 6 and 9, the share of the 5th quintile de- 
clines beyond the point at which the proportion of A is 0.6; and in all 
other relevant lines the downward trend in the share of the 5th quintile 
sets in earlier. The reason lies, of course, in the fact that with increasing 
industrialization, the growing weight of the nonagricultural sector, 
with its higher per capita income, raises the per capita income for the 
whole economy; and yet per capita income within each sector and the 
intrasector distributions are kept constant. Under such conditions, the 
upper shares would fail to decline only if there were either a greater 
rise in per capita income of sector B than in that of sector A; or increas- 
ing inequality in the intrasector distribution of sector B. 

Several other conjectural conclusions could be drawn with additional 
variations in assumptions, and multiplication of sectors beyond the 
two distinguished in the numerical illustration. But even in the simple 
model illustrated the variety of possible patterns is impressive; and 
one is forced to the view that much more empirical information is 
needed to permit a proper choice of specific assumptions and constant- 
Granted that several of the conclusions could be generalized in forma: 
mathematical terms, useful inferences tvould be within our reach only if 
we knew more about the specific sector distributions and the levels and 
trends in per capita income differentials among the sectors. 

If then we limit ourselves to what is known or can be plausibly as- 
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sumed, the following inferences can be suggested. We know that per 
capita income is greater in sector B than in sector A; that, at best, the 
per capita income differential between sectors A and B has been fairly 
constant (e.g., in the United States) and has perhaps more often in- 
creased; that the proportion of sector A in total numbers has dimin- 
ished. Then, if we start with intrasector distribution of 3 more unequal 
than for A, we would expect results suggested by either lines 8-10 or 
18-20. In the former case, the range widens as the proportion of A drops 
from 0.8 to 0.5, and then narrows. In the latter case, the range declines 
beyond the point at which the proportion of A is 0.7. But in both cases, 
the share of the 1st quintile declines, and fairly appreciably and con- 
tinuously (see lines 8 and 18). The magnitude and continuity of the 
decline are partly the result of the specific assumptions made; but one 
would be justified in arguing that within the broad limits suggested by 
the illustration, the assumption of greater inequality in the intrasector 
distribution for sector B than for sector A, yields a downward trend 
in the share of the lower-income groups. Yet we find no such trend in 
the empirical evidence that we have. Can we assume that in the earlier 
periods the internal distribution for sector B was not more unequal than 
for sector A, despite the more recent indications that urban income dis- 
tribution is more unequal than the rural? 

There is, obviously, room for conjecture. It seems most plausible 
to assume that in earlier periods of industrialization, even when the 
nonagricultural population was still relatively small in the total, its in- 
come distribution was more unequal than that of the agricultural popu- 
lation. This would be particularly so during the periods when industri- 
alization and urbanization were proceeding apace and the urban popula- 
tion was being swelled, and fairly rapidly, by immigrants—either from 
the country’s agricultural areas or from abroad. Under these condi- 
tions, the urban population would run the full gamut from low-income 
positions of recent entrants to the economic peaks of the established 
top-income groups. The urban income inequalities might be assumed to 
be far wider than those for the agricultural population which was or- 
ganized in relatively small individual enterprises (large-scale units were 
rarer then than now). 

If we grant the assumption of wider inequality of distribution in sec- 
tor B, the shares of the lower-income brackets should have shown a 
downward trend. Yet the earlier summary of empirical evidence indi- 
cates that during the last 50 to 75 years there has been no widening in 
income inequality in the developed countries but, on the contrary, some 
narrowing within the last two to four decades. It follows that the intra- 
sector distribution—either for sector A or for sector B—must have 
shown sufficient narrowing of inequality to offset the increase called 


KUZNETS: ECONOMIC GROWTH AND INCOME INEQUALITY 17 


for by the factors discussed. Specifically, the shares of the ower income 
groups in sectors A and/or B must have increased sufficiently to offset 
the decline that would otherwise have been produced by a combination 
of the elements shown in the numerical illustration. 

This narrowing in inequality, the offsetting rise in the shares of the 
lower brackets, most likely occurred in the income distribution for the 
urban groups, in sector B. While it may also have been present in sector 
A, it would have had a more limited effect on the inequality in the coun- 
trywide income distribution because of the rapidly diminishing weight 
of sector A in the total. Nor was such a narrowing of income inequality 
in agriculture likely: with industrialization, a higher level of technology 
permitted larger-scale units and, in the United States for example, 
sharpened the contrast between the large and successful business 
farmers and the subsistence sharecroppers of the South. Furthermore, 
since we accept the assumption of initially narrower inequality in the 
internal distribution of income in sector A than in sector B, any signifi- 
cant reduction in inequality in the former is less likely than in the latter. 

Hence we may conclude that the major offset to the widening of in- 
come inequality associated with the shift from agriculture and the 
countryside to industry and the city must have been a rise in the income 
share of the lower groups within the nonagricultural sector of the 
population. This provides a lead for exploration in what seems to me 
a most promising direction: consideration of the pace and character of 
the economic growth of the urban population, with particular reference 
to the relative position of lower-income groups. Much is to be said for 
the notion that once the early turbulent phases of industrialization and 
urbanization had passed, a variety of forces converged to bolster the 
economic position of the lower-income groups within the urban popula- 
tion. The very fact that after a while, an increasing proportion of the 
urban population was “native,” i.e., born in cities rather than in the 
rural areas, and hence more able to take advantage of the possibilities 
of city life in preparation for the economic struggle, meant a better 
chance for organization and adaptation, a better basis for securing 
greater income shares than was possible for the newly “immigrant” 
population coming from the countryside or from abroad. The increas- 
ing efficiency of the older, established urban population should also be 
taken into account. Furthermore, in democratic societies the growing 
political power of the urban lower-income groups led to a variety of 
protective and supporting legislation, much of it aimed to counteract 
the worst effects of rapid industrialization and urbanization and to 
support the claims of the broad masses for more adequate shares of the 
growing income of the country. Space does not permit the discussion of 
demographic, political, and social considerations that could be brought 
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to bear to explain the offsets to any declines in the shares of the lower 
groups, declines otherwise deducible from the trends suggested in the 
numerical illustration. 


III. Other Trends Related to Those in Income Inequality 


One aspect of the conjectural conclusion just reached deserves em- 
phasis because of its possible interrelation with other important ele- 
ments in the process and theory of economic growth. The scanty em- 
pirical evidence suggests that the narrowing of income inequality in” 
the developed countries is relatively recent and probably did not char- 
acterize the earlier stages of their growth. Likewise, the various factors 
that have been suggested above would explain stability and narrowing 
in income inequality in the later rather than in the earlier phases of 
_industrialization and urbanization. Indeed, they would suggest widen- 
ing inequality in these early phases of economic growth, especially in the 
older countries where the emergence of the new industrial system had 
shattering effects on long-established pre-industrial economic and social 
institutions. This timing characteristic is particularly applicable to fac- 
tors bearing upon the lower-income groups: the dislocating effects of 
the agricultural and industrial revolutions, combined with the “swarm- 
ing” of population incident upon a rapid decline in death rates and the 
maintenance or even rise of birth rates, would be unfavorable to the 
relative economic position of lower-income groups. Furthermore, 
there may also have been a preponderance in the earlier periods of fac- 
tors favoring maintenance or increase in the shares of top-income 
groups: in so far as their position was bolstered by gains arising out of 
new industries, by an unusually rapid rate of creation of new fortunes, 
we would expect these forces to be relatively stronger in the early 
phases of industrialization than in the later when the pace of industrial 
growth slackens. 

One might thus assume a long swing in the inequality characterizing 
the secular income structure: widening in the early phases of economic 
growth when the transition from the pre-industrial to the industrial 
civilization was most rapid; becoming stabilized for a while; and then 
narrowing in the later phases. This long secular swing would be most 
pronounced for older countries where the dislocation effects of the 
earlier phases of modern economic growth were most conspicuous; but 
it might be found also in the “younger” countries like the United States, 
if the period preceding marked industrialization could be compared with 
the early phases of industrialization, and if the latter could be com- 
pared with the subsequent phases of greater maturity. 

If there is some evidence for assuming this long swing in relative 
inequality in the distribution of income before direct taxes and exclud- 
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ing free benefits from government, there is surely a stronger case for 
assuming a long swing in inequality of income net of direct taxes and 
including government benefits. Progressivity of income taxes and, in- 
deed, their very importance characterize only the more recent phases of 
development of the presently developed countries; in narrowing in- 
come inequality they must have accentuated the downward phase of 
the long swing, contributing to the reversal of trend in the secular 
widening and narrowing of income inequality. 

No adequate empirical evidence is available for checking this con- 
jecture of a long secular swing in income inequality;’ nor can the phases 
be dated precisely. However, to make it more specific, I would place the 
early phase in which income inequality might have been widening, from 
about 1780 to 1850 in England; from about 1840 to 1890, and particu- 
larly from 1870 on in the United States; and, from the 1840’s to the 
1890’s in Germany. I would put the phase of narrowing income in- 
equality somewhat later in the United States and Germany than in 
England—perhaps beginning with the first world war in the former and 
in the last quarter of the 19th century in the latter. 

Is there a possible relation between this secular swing in income 
inequality and the long swing in other important components of the 
growth process? For the older countries a long swing is observed in the 
rate of growth of population—the upward phase represented by accel- 
eration in the rate of growth reflecting the early reduction in the death 
rate which was not offset by a decline in the birth rate (and in some 
cases was accompanied by a rise in the birth rate); and the downward 
phase represented by a shrinking in the rate of growth reflecting the 
more pronounced downward trend in the birth rate. Again, in the older 
countries, and also perhaps in the younger, there may have been a 
secular swing in the rate of urbanization, in the sense that the propor- 
tional additions to urban population and the measures of internal mi- 
gration that produced this shift of population probably increased for 
a while—from the earlier much lower levels; but then tended to diminish 
as urban population came to dominate the country and as the rural 
reservoirs of migration became proportionally much smaller. For old, 
and perhaps for young countries also, there must have been a secular 
swing in the proportions of savings or capital formation to total eco- 
nomic product. Per capita product in pre-industrial times was not large 
enough to permit as high a nationwide rate of saving or capital forma- 
tion as was attained in the course of industrial development: this is 

*Prokopovich’s data on Prussia, from the source cited in footnote 1, indicate a sub- 
tantial widening in income inequality in the early period. The share of the lower 90 per 
cent of the population declines from 73 per cent in 1854 to 65 per cent in 1875; the share 


of the top 5 per cent rises from 21 to 25 per cent. But I do not know enough about the 
data for the early years to evaluate the reliability of the finding. 
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suggested by present comparisons between net capital formation rates 
of 3 to 5 per cent of national product in underdeveloped countries and 
rates of 10 to 15 per cent in developed countries. If then, at least in the 
older countries, and perhaps even in the younger ones—prior to initia- 
tion of the process of modern development—we begin with low secular 
levels in the savings proportions, there would be a rise in the early 
phases to appreciably higher levels. We also know that during recent 
periods the net capital formation proportion and even the gross, failed 
to rise and perhaps even declined. 

Other trends might be suggested that would possibly trace long 
swings similar to those for inequality in income structure, rate of growth 
of population, rate of urbanization and internal migration, and the pro- 
portion of savings or capital formation to national product. For ex- 
ample, such swings might be found in the ratio of foreign trade to 
domestic activities; in the aspects, if we could only measure them prop- 
erly, of government activity that bear upon market forces (there 
must have been a phase of increasing freedom of market forces, 
giving way to greater intervention by government). But the suggestions 
already made suffice to indicate that the long swing in income inequality 
must be viewed as part of a wider process of economic growth, and 
interrelated with similar movements in other elements. The long alter- 
nation in the rate of growth of population can be seen partly as a cause, 
partly as an effect of the long swing in income inequality which was 
associated with a secular rise in real per capita income levels. The long 
swing in income inequality is also probably closely associated with the 
swing in capital formation proportions—in so far as wider inequality 
makes for higher, and narrower inequality for lower, country-wide sav- 
ings proportions. 


IV. Comparison of Developed and Underdeveloped Countries 


What is the bearing of the experience of the developed countries upon 
the economic growth of underdeveloped countries? Let us examine 
briefly the data on income distribution in the latter, and speculate upon 
some of the implications. 

As might have been expected, such data for underdeveloped countries 
are scanty. For the present purpose distributions of family income for 
India in 1949-50, for Ceylon in 1950, and for Puerto Rico in 1948 were 
used. While the coverage is narrow and the margin of error wide, the 
data show that income distribution in these underdeveloped countries 
is somewhat more unequal than in the developed countries during the 
period after the second world war. Thus the shares of the lower 3 quin- 
tiles are 28 per cent in India, 30 per cent in Ceylon, and 24 per cent in 
Puerto Rico—compared with 34 per cent in the United States and 36 
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per cent in the United Kingdom. The shares of the top quintile are 55 
per cent in India, 50 per cent in Ceylon, and 56 per cent in Puerto Rico, 
compared with 44 per cent in the United States and 45 per cent in the 
United Kingdom.*® 

This comparison is for income before direct taxes and excluding free 
benefits from governments. Since the burden and progressivity of direct 
taxes are much greater in developed countries, and since it is in the 
latter that substantial volumes of free economic assistance are extended 
to the lower-income groups, a comparison in terms of income net of 
direct taxes and including government benefits would only accentuate 
the wider inequality of income distributions in the underdeveloped coun- 
tries. Is this difference a reliable reflection of wider inequality also 
in the distribution of secular income levels in underdeveloped countries? 
Even disregarding the margins of error in the data, the possibility 
raised earlier in this paper that transient disturbances in income levels 
may be more conspicuous under conditions of primitive material and 
economic technology would affect the comparison just made. Since the 
distributions cited reflect the annual income levels, a greater allowance 
should perhaps be made for transient disturbances in the distributions 
for the underdeveloped than in those for the developed countries. 
Whether such a correction would obliterate the difference is a matter 
on which I have no relevant evidence. 

Another consideration might tend to support this qualification. Un- 
derdeveloped countries are characterized by low average levels of in- 
come per capita, low enough to raise the question how the populations 
manage to survive. Let us assume that these countries represent fairly 
unified population groups, and exclude, for the moment, areas that 
combine large native populations with small enclaves of nonnative, 
privileged minorities, e.g., Kenya and Rhodesia, where income inequal- 
ity, because of the excessively high income shares of the privileged 
minority, is appreciably wider than even in the underdeveloped coun- 
tries cited above.* On this assumption, one may infer that in countries 


*For sources of these data see “Regional Economic Trends and Levels of Living,” sub- 
mitted at the Norman Waite Harris Foundation Institute of the University of Chicago in 
November 1954 (in press in the volume of proceedings). This paper, and an earlier one, 
“Underdeveloped Countries and the Pre-industrial Phases in the Advanced Countries: An 
Attempt at Comparison,” prepared for the World Population Meetings in Rome held in 
September 1954 (in press) discuss issues raised in this section. 

*In one year since the second world war, the non-African group in Southern Rhodesia, 
which accounted for only 5 per cent of total population, received 57 per cent of total in- 
come; in Kenya, the minority of only 2.9 per cent of total population, received 51 per cent 
of total income; in Northern Rhodesia, the minority of only 1.4 per cent of total population, 
received 45 per cent of total income. See United Nations, National Income and Its Dis- 
tribution in Underdeveloped Countries, Statistical Paper, Ser. E, no. 3, 1951, Table 12, p. 
19. 


22 THE AMERICAN ECONOMIC REVIEW 


with low average income, the secular level of income in the lower brac- 
kets could not be below a fairly sizable proportion of average income— 
otherwise, the groups could not survive. This means, to use a purely 
hypothetical figure, that the secular level of the share of the lowest 
decile could not fall far short of 6 or 7 per cent, i.e., the lowest decile 
could not have a per capita income less than six- or seven-tenths of the 
countrywide average. In more advanced countries, with higher average 
per capita incomes, even the secular share of the lowest bracket could 
easily be a smaller fraction of the countrywide average, say as small as 
2 or 3 per cent for the lowest decile, i.e., from a fifth to a third of the 
countrywide average—without implying a materially impossible eco- 
nomic position for that group. To be sure, there is in all countries con- 
tinuous pressure to raise the relative position of the bottom-income 
groups; but the fact remains that the lower limit of the proportional 
share in the secular income structure is higher when the real country- 
wide per capita income is low than when it is high. 

If the long-term share of the lower-income groups is larger in the 
underdeveloped than in the average countries, income inequality in the 
former should be narrower, not wider as we have found. However, if 
the lower brackets receive larger shares, and at the same time the very 
top brackets also receive larger shares—which would mean that the 
intermediate income classes would not show as great a progression from 
the bottom—the net effect may well be wider inequality. To illustrate, 
let us compare the distributions for India and the United States. The 
first quintile in India receives 8 per cent of total income, more than the 6 
per cent share of the first quintile in the United States. But the second 
quintile in India receives only 9 per cent, the third 11, and the fourth 
16; whereas in the United States, the shares of these quintiles are 12, 
16, and 22 respectively. This is a rough statistical reflection of a fairly 
common observation relating to income distributions in underdeveloped 
compared with developed countries. The former have no “middle” 
classes: there is a sharp contrast between the preponderant proportion 
of population whose average income is well below the generally low 
countrywide average, and a small top group with a very large relative 
income excess. The developed countries, on the other hand, are charac- 
terized by a much more gradual rise from low to high shares, with sub- 
stantial groups receiving more than the high countrywide income 
average, and the top groups securing smaller shares than the comparable 
ordinal groups in underdeveloped countries. 

It is, therefore, possible that even the distributions of secular income 
levels would be more unequal in underdeveloped than in developed 
countries—not in the sense that the shares of the lower brackets would 
be lower in the former than in the latter, but in the sense that the shares 
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of the very top groups would be higher and that those of the groups 
below the top would all be significantly lower than a low countrywide 
income average. This is even more likely to be true of the distribution 
of income net of direct taxes and inclusive of free government benefits. 
But whether a high probability weight can be attached to this conjecture 
is a matter for further study. 

In the absence of evidence to the contrary, I assume that it is true: 
that the secular income structure is somewhat more unequal in under- 
developed countries than in the more advanced—particularly in those 
of Western and Northern Europe and their economically developed 
descendants in the New World (the United States, Canada, Australia, 
and New Zealand). This conclusion has a variety of important impli- 
cations and leads to some pregnant questions, of which only a few can 
be stated here. 

In the first place, the wider inequality in the secular income structure 
of underdeveloped countries is associated with a much lower level of 
average income per capita. Two corollaries follow—and they would 
follow even if the income inequalities were of the same relative range 
in the two groups of countries. First, the i:npact is far sharper in the 
underdeveloped countries, where the failure to reach an already low 
countrywide average spells much greater material and psychological 
misery than similar proportional deviations from the average in the 
richer, more advanced countries. Second, positive savings are obviously 
possible only at much higher relative income levels in the underdeveloped 
countries: if in the more advanced countries some savings are possible 
in the fourth quintile, in the underdeveloped countries savings could be 
realized only at the very peak of the income pyramid, say by the top 
5 or 3 per cent. If so, the concentration of savings and of assets is even 
more pronounced than in the developed countries; and the effects of 
such concentration in the past may serve to explain the peculiar charac- 
teristics of the secular income structure in underdeveloped countries 
today. 

The second implication is that this unequal income structure pre- 
sumably coexisted with a low rate of growth of income per capita. The 
underdeveloped countries today have not always lagged behind the 
presently developed areas in level of economic performance; indeed, 
some of the former may have been the economic leaders of the world in 
the centuries preceding the last two. The countries of Latin America, 
Africa, and particularly those of Asia, are underdeveloped today be- 
cause in the last two centuries, and even in recent decades, their rate of 
economic growth has been far lower than that in the Western World— 
and low indeed, if any growth there was, on a per capita basis. The 
underlying shifts in industrial structure, the opportunities for internal 


24 THE AMERICAN ECONOMIC REVIEW 


mobility and for economic improvement, were far more limited than 
in the more rapidly growing countries now in the developed category. 
There was no hope, within the lifetime of a generation, of a significantly 
perceptible rise in the level of real income, or even that the next genera- 
tion might fare much better. It was this hope that served as an impor- 
tant and realistic compensation for the wide inequality in income dis- 
tribution that characterized the presently developed countries during 
the earlier phases of their growth. 

The third implication follows from the preceding two. It is quite 
possible that income inequality has not narrowed in the underdeveloped 
countries within recent decades. There is no empirical evidence to check 
this conjectural implication, but it is suggested by the absence, in these 
areas, of the dynamic forces associated with rapid growth that in the 
developed countries checked the upward trend of the upper-income 
shares that was due to the cumulative effect of continuous concentra- 
tion of past savings; and it is also indicated by the failure of the politi- 
cal and social systems of underdeveloped countries to initiate the govern- 
mental or political practices that effectively bolster the weak positions 
of the lower-income classes. Indeed, there is a possibility that inequality 
in the secular income structure of underdeveloped countries may have 
widened in recent decades—the only qualification being that where 
there has been a recent shift from colonial to independent status, a 
privileged, nonnative minority may have been eliminated. But the im- 
plication, in terms of the income distribution among the native popula- 
tion proper, still remains plausible. 

The somber picture just presented may be an oversimplified one. But 
I believe that it is sufficiently realistic to lend weight to the questions 
it poses—questions as to the bearing of the recent levels and trends in 
income inequality, and the factors that determine them, upon the iuture 
prospect of underdeveloped countries within the orbit of the free world. 

The questions are difficult, but they must be faced unless we are 
willing completely to disregard past experience or to extrapolate me- 
chanically oversimplified impressions of past development. The first 
question is: Is the pattern of the older developed countries likely to be 
repeated in the sense that in the early phases of industrialization in the 
underdeveloped countries income inequalities will tend to widen before 
the leveling forces become strong enough first to stabilize and then re- 
duce income inequalities? While the future cannot be an exact repetition 
of the past, there are already certain elements in the present conditions 
of underdeveloped societies, e.g., “swarming” of population due to sharp 
cuts in death rates unaccompanied by declines in birth rates—that 
threaten to widen inequality by depressing the relative position of lower- 
income groups even further. Furthermore, if and when industrialization 
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begins, the dislocating effects on these societies, in which there is often 
an old hardened crust of economic and social institutions, are likely to 
te be quite sharp—so sharp as to destroy the positions of some of the 
lower groups more rapidly than opportunities elsewhere in the economy 
may be created for them. 

The next question follows from an affirmative answer to the first. 
Can the political framework of the underdeveloped societies withstand 
the strain which further widening of income inequality is likely to gen- 
erate? This query is pertinent if it is realized that the real per capita 
income level of many underdeveloped societies today is lower than the 
per capita income level of the presently developed societies before their 
initial phases of industrialization. And yet the stresses of the disloca- 
tions incident to early phases of industrialization in the developed coun- 
tries were sufficiently acute to strain the political and social fabric of 
society, force major political reforms, and sometimes result in civil war. 

The answer to the second question may be negative, even granted 
that industrialization may be accompanied by a rise in real per capita 
product. If, for many groups in society, the rise is even partly offset by 
a decline in their proportional share in total product; if, consequently, 
it is accompanied by widening of income inequality, the resulting pres- 
sures and conflicts may necessitate drastic changes in social and political 
organization. This gives rise to the next and crucial question: How 
can either the institutional and political framework of the underde- 
veloped societies or the processes of economic growth and industrializa- 
tion be modified to favor a sustained rise to higher levels of economic 
performance and yet avoid the fatally simple remedy of an authoritarian 
regime that would use the population as cannon-fodder in the fight for 
economic achievement? How to minimize the cost of transition and 
avoid paying the heavy price—in internal tensions, in long-run ineffi- 
ciency in providing means for satisfying wants of human beings as 
individuals—which the inflation of political power represented by 
authoritarian regimes requires? 

Facing these acute problems, one is cognizant of the dangers of tak- 
ing an extreme position. One extreme—particularly tempting to us— 
is to favor repetition of past patterns of the now developed countries, 
patterns that, under the markedly different conditions of the presently 
underdeveloped countries, are almost bound to put a strain on the exist- 
ing social and economic institutions and eventuate in revolutionary ex- 
plosions and authoritarian regimes. There is danger in simple analogies; 
in arguing that because an unequal income distribution in Western 
Europe in the past led to accumulation of savings and financing of basic 
capital formation, the preservation or accentuation of present income 
inequalities in the underdeveloped countries is necessary to secure the 
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same result. Even disregarding the implications for the lower-income 
groups, we may find that in at least some of these countries today the 
consumption propensities of upper-income groups are far higher and 
savings propensities far lower than were those of the more puritanical 
upper-income groups of the presently developed countries. Because they 
may have proved favorable in the past, it is dangerous to argue that 
completely free markets, lack of penalties implicit in progressive taxa- 
tion, and the like are indispensable for the economic growth of the now 
underdeveloped countries. Under present conditions the results may be 
quite the opposite—withdrawal of accumulated assets to relatively 
“safe” channels, either by flight abroad or into real estate; and the 
inability of governments to serve as basic agents in the kind of capital 
formation that is indispensable to economic growth. It is dangerous to 
argue that, because in the past foreign investment provided capital 
resources to spark satisfactory economic growth in some of the smaller 
European countries or in Europe’s descendants across the seas, similar 
effects can be expected today if only the underdeveloped countries can 
be convinced of the need of a “favorable climate.” Yet, it is equally 
dangerous to take the opposite position and claim that the present prob- 
lems are entirely new and that we must devise solutions that are the 
product of imagination unrestrained by knowledge of the past, and 
therefore full of romantic violence. What we need, and I am afraid it 
is but a truism, is a clear perception of past trends and of conditions 
under which they occurred, as well as knowledge of the conditions that 
characterize the underdeveloped countries today. With this as a begin- 
ning, we can then attempt to translate the elements of a properly under- 
stood past into the conditions of an adequately understood present. 


V. Concluding Remarks 


In concluding this paper, I am acutely conscious of the meagerness 
of reliable information presented. The paper is perhaps 5 per cent 
empirical information and 95 per cent speculation, some of it possibly 
tainted by wishful thinking. The excuse for building an elaborate struc- 
ture on such a shaky foundation is a deep interest in the subject and 
a wish to share it with members of the Association. The formal and no 
less genuine excuse is that the subject is central to much of economic 
analysis and thinking; that our knowledge of it is inadequate; that a 
more cogent view of the whole field may help channel our interests and 
work in intellectually profitable directions; that speculation is an effec- 
tive way of presenting a broad view of the field; and that so long as it 
is recognized as a collection of hunches calling for further investigation 
rather than a set of fully tested conclusions, little harm and much good 
may result. 


KUZNETS: ECONOMIC GROWTH AND INCOME INEQUALITY 27 


Let me add two final comments. The first bears upon the importance 
of additional knowledge and a better view of the secular structure of 
personal income distribution. Since this distribution is a focal point at 
which the functioning of the economic system impinges upon the human 
beings who are the living members of society and for whom and through 
whom the society operates, it is an important datum for understanding 
the reactions and behavior patterns of human beings as producers, con- 
sumers, and savers. It follows that better knowledge and comprehension 
of the subject are indispensable, not only in and of itself but also as 
a step in learning more about the functioning of society—in both the 
long and short run. Without better knowledge of the trends in secular 
income structure and of the factors that determine them, our under- 
standing of the whole process of economic growth is limited; and any 
insight we may derive from observing changes in countrywide aggre- 
gates over time will be defective if these changes are not translated into 
movements of shares of the various income groups. 

But more than that, such knowledge will contribute to a better evalua- 
tion of past and present theorizing on the subject of economic growth. 
It was pointed out in the opening lines of this paper that the field is dis- 
tinguished by looseness of concepts, extreme scarcity of relevant data, 
and, particularly, pressures of strongly held opinions. The distribution 
of national product among the various groups is a subject of acute inter- 
est to many and is discussed at length in any half-articulate society. 
When empirical data are scanty, as they are in this field, the natural 
tendency in such discussion is to generalize from what little experience 
is available—most often the shert stretch of historical experience within 
the horizon of the interested scholar, which is brought to bear upon the 
particular policy problems in the forefront. It has repeatedly been ob- 
served that the grand dynamic economics of the classical school of the 
late 18th and early 19th centuries was a generalization, the main empiri- 
cal contents of which were the observed developments during half to 
three quarters of a century in England, the mother country of that 
school; and that it bore many of the limitations which the brevity and 
exceptional character of that period and that place naturally imposed 
upon the theoretical structure. It is also possible that much of Marxian 
economics may be an overgeneralization of imperfectly understood 
trends in England during the first half of the 19th century when income 
inequality may have widened; and that extrapolations of these trends 
(e.g., increasing misery of the working classes, polarization of society, 
etc.) proved wrong because due regard was not given to the possible 
effects upon the economic and social structure of technological changes, 
extension of the economic system to much of the then unoccupied world, 
and the very structure of human wants. Wider empirical foundations, 
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observation of a greater variety of historical experience, and a recogni- 
tion that any body of generalizations tends to reflect some limited 
stretch of historical experience must force us to evaluate any theory— 
past or present—in terms of its empirical contents and the consequent 
limits of its applicability—a precept which naturally should also be 
applied to the oversimplified generalizations contained in the present 
paper. 

My final comment relates to the directions in which further explora- 
tion of the subject is likely to lead us. Even in this simple initial sketch, 
findings in the field of demography were used and references to political 
aspects of social life were made. Uncomfortable as are such ventures 
into unfamiliar and perhaps treacherous fields, they can not and should 
not be avoided. If we are to deal adequately with processes of economic 
growth, processes of long-term change in which the very technological, 
demographic, and social frameworks are also changing—and in ways 
that decidedly affect the operation of economic forces proper—it is 
inevitable that we venture into fields beyond those recognized in recent 
decades as the province of economics proper. For the study of the eco- 
nomic growth of nations, it is imperative that we become more familiar © 
with findings in those related social disciplines that can help us under- 
stand population growth patterns, the nature and forces in technological 
change, the factors that determine the characteristics and trends in 
political institutions, and generally patterns of behavior of human 
beings—partly as a biological species, partly as social animals. Effective 
work in this field necessarily calls for a shift from market economics 
to political and social economy. 


THE CELLOPHANE CASE AND THE NEW COMPETITION 


By Grorce W. STOCKING AND WILLARD F. MUELLER* 


On December 13, 1947 the Department of Justice instituted civil 
proceedings against E. I. du Pont de Nemours & Company, charging 
du Pont with having monopolized, attempted to monopolize, and con- 
spired to monopolize the manufacture and sale of cellophane and 
cellulose caps and bands in the United States in violation of section 2 of 
the Sherman Act. Almost precisely six years later Paul Leahy, Chief 
Judge of the United States District Court for the District of Delaware, 
rendered a decision in the matter. He pointed out that the charge 
against du Pont of having monopolized cellophane involved two ques- 
tions: “1. does du Pont possess monopoly powers; and 2., if so has it 
achieved such powers by ‘monopolizing’ within the meaning of the Act 
and under United States v. Aluminum Company of America [?]” He 
concluded that “unless the first is decided against defendant, the second 
is not reached.”* Judge Leahy did not need to reach the second question 
for he found the defendant not guilty. In doing so he concluded that 
“Tf]acts, in large part uncontested, demonstrate du Pont cellophane is 
sold under such intense competitive conditions acquistion of market 
control or monopoly power is a practical impossibility.”* In reaching 
this conclusion Judge Leahy reviewed at length evidence introduced by 
the defendant to show that du Pont behaved like a competitor, not like 
a monopolist. The court found that du Pont conducted research to im- 
prove manufacturing efficiency, to reduce cost of production, and to 
improve the quality and develop new types of cellophane. It promoted 
the development and use of packaging machinery that could handle 
both cellophane and other flexible wrapping materials. In doing so it 
not only helped to increase cellophane sales but stimulated improvement 

* The authors are professor of economics at Vanderbilt University and lecturer at the 
University of California, Davis, respectively. Mr. Mueller was formerly research associate 
at Vanderbilt University. 

* United States v. E. I. du Pont de Nemours & Co., 118 F. Supp. 41 (D. Del. 1953). 
This study is based largely on the testimony and exhibits in this case, but it does not 
consider cellulose caps and bands. Du Pont discontinued making caps before the gov- 
ernment filed its complaint, and the district court, as with cellophane, found no monopoliz- 
ing of bands. The Supreme Court has indicated that it will review this decision. 


References to the government’s exhibits will be designated as GX, to the defendant’s 
exhibits as DX, and to the transcript of testimony as T. 


7118 F. Supp. at 54. 
* Ibid., pp. 197-98. 
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in rival flexible wrapping materials. It supplied customers with technical 
services to help them solve problems created by the use of cellophane. 
It developed over fifty types of cellophane tailored to meet the special 
wrapping needs of particular products. It studied the buying habits of 
the public. It conducted market studies to determine the effect on sales 
of packaging a product in cellophane. It promoted sales by educating 
potential cellophane users to the sales appeal of a transparent wrapping 
material. It reduced prices to get into new and broader markets. The 
court found that in response to price and quality changes buyers at 
times shifted from cellophane to competing products and back again. 
The court concluded that “[t]he record reflects not the dead hand of 
monopoly but rapidly declining prices, expanding production, intense 
competition stimulated by creative research, the development of new 
products and uses and other benefits of a free economy.”* 

This conclusion, based as it is on 7500 pages of testimony and 7000 
exhibits, cannot easily be dismissed. Many economists relying on the 
logic of the “new competition” will find in it support for their theories. 
One has already pronounced Judge Leahy’s opinion as a victory for our 
profession. 

Such an optimistic conclusion so lightly reached by an economist and 
such high praise so extravagantly given by a judge warrant, first, a 
brief statement of the criteria by which economists can determine the 
existence of monopoly and, second, an application of the relevant 
criteria to du Pont’s cellophane operations in an effort to answer the 
question, has du Pont had monopoly power in making and selling 
cellophane? 

Detecting monopoly is simpler than measuring it.* While economists 
recognize that few if any industrial markets are free entirely from the 
influence of monopoly, by studying the structure and behavior of mar- 
kets they can generally isolate characteristics which taken together 
will permit them to classify markets as effectively competitive or non- 
competitive. In trying to classify du Pont’s market for cellophane, we 
shall rely primarily on three criteria: (1) What role has business 
strategy played in du Pont’s production and sales policies? (2) Is cello- 
phane sufficiently differentiated from rival products to have a distinct 
market, or is its market that of all flexible wrapping materials? (3) Do 
the trend and level of its earnings reflect monopoly power or competi- 
tion ?® 

‘ Ibid., p. 233. 


*Fritz Machlup is probably correct in concluding that “so many different elements 
enter into what is called a monopolistic position and so complex are their combine. effects 
that a measurement of ‘the’ degree of monopoly is even conceptually impossible.” The 
Political Economy of Monopoly (Baltimore, 1952), p. 527. 

*Clair Wilcox uses the following criteria in classifying markets in his TNEC study, 
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I. Business Strategy as Evidence of Monopoly 


Economists have said a good deal about the role which strategy 
plays among oligopolists jockeying for market position. They have said 
less about the significance of business strategy as a basis for classifying 
an industry as monopolistic or workably competitive. We believe it is 
an important criterion. Purely competitive markets do not generally 
confront buyers and sellers in the business world. Frequently sellers 
are few, products are differentiated, knowledge is imperfect, obstacles 
to the movement of factors exist. Business firms from time to time 
make deliberate adjustments in both their price and production policies; 
they resort to strategy to improve their lot. Strategy may be directed 
to other than price and production policies. Business executives are 
constantly alert for any business advantage that will make their market 
position more secure or isolate them from the impact of competitive 
forces. They seek control of the sources of the best raw materials and 
the richest natural resources. They try to improve their products and 
processes or to discover and develop new and better ones. They try to 
protect their accumulated know-how as business secrets or, where they 
can, to obtain patents that legalize monopoly. 

Economists recognize these practices as manifestations of business 
rivalry, as aspects of the sort of competition that characterizes modern 
industrial markets. Business rivalry is itself a symptom of the absence 
of pure competition. Farmers who, lacking government aid, sell in 
competitive markets do not regard each other as business rivals but as 
neighbors. But even when businessmen forego active price competition, 
they generally do not abandon all rivalry. Correctly, economists have 
concluded that this rivalry may protect the pv Dlic interest. It leads to 
technological innovation and to economic progress. Although economists 
recognize that business strategy may lead to monopoly, some economists 
believe that in a dynamic capitalistic society monopoly is inevitably 
short-lived. It is continually being undermined by the rivalry of other 


Competition and Monopoly in American Industry (1940): (1) the number of producers 
and the extent of industrial concentration, (2) uniformity of price quotations, (3) degree 
of price flexibility, (4) volume of production and extent of utilization of capacity, (5) 
rate of profit, and (6) rate of business mortality. Alone no one of these is a satisfactory 
index, and together they may be misleading unless perchance there is a consistency among 
the several indexes. We place considerable emphasis on two factors not included in 
Wilcox’s list, business strategy and product differentiation, and we consider only inci- 
dentally if at all most of the factors on which Wilcox relied. Applying Wilcox’s criteria 
to our conception of the cellophane market, we find that producers are few, concentra- 
tion is high, profits are high, turnover of producing units is low, business mortality is 
low. These criteria suggest monopoly power. On the other hand, cellophane prices have 
been flexible and surplus capacity has been negligible. These characteristics suggest compe- 
tition. Whether or not the factors we have chosen are adequate to answer the question 
we have raised we leave to the reader. 
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firms. The better product, the better process of today gives way to the 
better product, the better process of tomorrow. Only the imperfections 
and mortality of monopoly make it tolerable. Businessmen striving for 
monopoly promote the public welfare by failing to achieve their goal. 
Where they achieve it, either by independent business strategy or by 
collusive action, the public interest may not be served. 

With these principles in mind, let us examine du Pont’s strategy in 
developing the cellophane business in the United States. In doing this 
we do not mean to suggest that its strategy was immoral or unlawful. 
As Knauth has so well said: 


The contracts and arrangements which businessmen make from day to 
day seem to them wise, prudent, sound, and inherent in the nature of 
modern business. When their practices receive legislative interpretation 
and are denounced as monopolistic, they are puzzled. What has hitherto 
been deemed eminently proper and ethical now subjects them to unex- 
pected criticism and opprobrium.” 


No opprobrium is intended in this analysis. 

Du Pont became acquainted with cellophane through its production 
of artificial silk. In 1920 it had entered into a contract with the Comp- 
toir des Textiles Artificiels, a French corporation, which through its 
affiliates was then an important manufacturer of rayon in France, 
Switzerland, Belgium, and Italy, for the joint operation of an American 
rayon company using the viscose process. The viscose solution for 
making rayon was practically identical with that used in making cello- 
phane.* The Comptoir had made about 970,000 pounds of cellophane in 
1922, nearly 40 per cent of which it sold in the American market as a 
transparent wrapping material. Aware of the affinity of rayon and 
cellophane processes and impressed by the prospects of large cellophane 
sales in the American market, du Pont in 1923 signed an option con- 
tract with Arena Trading Corporation,® a Delaware corporation which 
was acting for itself and its associates, including La Cellophane, Société 
Anonyme, the Comptoir’s affiliate which made cellophane. Under the 
option Arena provided du Pont with all relevant economic and technical 
information to enable it to decide within four months whether it wished 
to make and sell cellophane in North and Central America through a 
corporation jointly owned by it and La Cellophane. If du Pont decided 
affirmatively, Arena agreed to transfer to the new corporation its tech- 
nical knowledge, patent rights, trade marks, and good will and the ex- 


* Oswald Knauth, Managerial Enterprise (New York, 1948), p. 11. 


* Report of Dr. Fin Sparre, head of du Pont’s development department, April 14, 1923, 
GX 392, pp. 5431-32. 


* Agreement of January 6, 1923, @X 1458, pp. 5999-6008. 
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clusive right to make and sell cellophane in the North and Central 
American markets. This arrangement apparently contemplated the new 
corporation’s becoming the sole producer of cellophane in these markets. 
At that time only the French Comptoir through its affiliates made 
cellophane any place in the world. 

On June 9, 1923 du Pont entered into an organizational agreement 
providing for the transfer to the new company, Du Pont Cellophane 
Company, Inc., of “an unqualified, unrestricted and exclusive right to 
use al] and every process now owned” by Arena “or which may here- 
after be acquired by it . . . in connection with the manufacture of 
cellophane . . .”’° 

Before entering into this agreement du Pont had made an intensive 
study of the market possibilities of cellophane and of its production 
problems and decided that Arena could not deliver all the protection 
from competition that it had promised. About the patents du Pont’s 
development department had said: “[T]he patent protection at present 
is exceedingly inadequate not to say worthless, and the future patent 
protection is problematical because it is based on applications for 
patents, the issuance of which may not be determined for a matter of 
two years or more.’””* The development department had concluded that 
it was “by no means certain that the American Cellophane Company 
could maintain a monopoly on the strength of either present or pros- 
pective patents.”’* Du Pont accordingly insisted on a provision in the 
organizational agreement that should the patent protection prove in- 
adequate, Arena was to forfeit ten thousand shares of common stock in 
the new company.”* 

Du Pont apparently recognized that La Cellophane’s trade secrets 
promised a protection from competition that the patents did not, and 
that as the first domestic producer of a differentiated if not unique prod- 
uct’ it could for some time at any rate anticipate monopoly revenue 
in making and selling cellophane. It calculated that with an investment 
of $2,000,000, at current domestic prices for imported cellophane it 

*GX 1001, p. 992. The agreement specifically excluded processes which might sub- 
sequently be acquired by Arena from third parties, but it gave du Pont an option to 
purchase such rights for the North and Central American markets. Although Arena did not 
guarantee the validity of the patents to be licensed (ibid., p. 989), it specifically promised 
to give the new company “the exclusive right to manufacture cellophane in North and 
Central America to be used for any purpose whatsoever.” Jbid., p. 993. Arena and Du 
Pont Cellophane signed their license agreement December 26, 1923. GX 1002, pp. 998-1001. 

* GX 392, p. 5433. 

* Ibid., p. $434. Emphasis supplied. 

* GX 1001, pp. 989-90. 


“Du Pont’s development department concluded that glassine, sheet gelatin, and tin foil, 
cellophane’s closest rival products, offered no serious competition because of price or 
quality differences. GX 392, pp. 5437-38. 
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could earn $631,832, an annual rate of 31.6 per cent.*® This it regarded 
as sufficiently attractive to justify the venture. 


Du Pont the Sole Domestic Producer 


Du Pont became the sole domestic producer of cellophane and there- 
by a monopolist in its sale. The Department of Justice contended that 
it was an unlawful monopoly from the outset,** but the district court 
decided otherwise. Whether lawful or not, du Pont was a monovolist in 
producing cellophane, and it anticipated and in fact earned monopoly 
profits from the outset. 

This is a characteristic of any successful innovation. As Knight has 
pointed out, 


There is . . . no clear distinction in practice between profit and monopoly 
gain. .. . New products .. . must also yield enough teraporary monopoly 
revenue to make such activities attractive.*” 


But as Knight has also pointed out, we must distinquish between justifi- 
able monopoly revenue—returns to the innovator—and what Knight 
calls monopoly gains. Monopoly gains according to Knight are mo- 
nopoly revenues that are “too large or iast too long.” What is too long 
or too large Knight does not say, but he clearly implies that the pro- 
cedure by which they are made large and perpetuated may convert 
justifiable monopoly revenue into socially unjustifiable monopoly gains. 

Having achieved at the outset a monopoly in producing and selling 
cellophane in the American market, du Pont took steps to protect its 
position. 

One of its first strategic moves was to obtain an increase in the tariff. 
This became urgent in 1925, when Société Industrielle de la Cellulose 
(SIDAC) completed a cellophane plant in Belgium and began exporting 
cellophane to the American market at cut-rate prices. Du Pont first 
considered a patent infringement suit against Birn & Wachenheim, 
SIDAC’s American distributors, but fearful that it would lose such a suit 
decided against it and in favor of a try for higher duties.”* Its first step 


* Ibid., p. 5451. 


’ Brief for the United States of America, pp. 150-56, United States v. E. I. du Pont de 
Nemours & Co., 118 F, Supp. 41 (D. Del. 1953). 

“FP. H. Knight, “An Appraisal of Economic Change—Discussion,” Proceedings of the 
American Economic Association, Am. Econ. Rev., May 1954, XLIV, 65. 

* About the suit Dr. Sparre of du Pont wrote W. C. Spruance, du Pont vice president, 
on August 3, 1925: “My belief is that it would cost a whole lot of money and that 
we would lose in the end, that is if the other side would be willing to fight.” GX 1069, 
p. 1153. About du Pont’s effort to get higher duties on cellophane, L. A. Yerkes, president 
of Du Pont Cellophane, had written Spruance on July 25: “In order that you shall 
be entirely familiar with the Cellophane status, I want to let you know that we are 
endeavoring to have the duty on Cellophane raised from 25% to 45%, and Curie, Lane 


STOCKING AND MUELLER: THE CELLOPHANE CASE 35 


in getting the tariff raised was to request the United States Commis- 
sioner of Customs to reclassify cellophane as a “cellulose compound” 
instead of as a “gelatin compound.” When the Commissioner refused, 
du Pont appealed to the United States Customs Court. Its appeal was 
successful; the court ordered a reclassification and on February 24, 
1929 the duty increased from 25 to 60 per cent ad valorem.** Apparently 
this was enough to prevent price cutting by importers. At any rate 
du Pont’s quarterly competitive report for the second quarter of 1929 
stated: 


The present tariff rate (.40 per pound) as fixed by the United States 
Customs Court, has increased the cost of importing Transparent Cellu- 
lose Sheeting to such an extent that the competitors are adhering more 
rigidly to their published price list. Their selling policy in the past has been 
to obtain preference with the manufacturer by offering special price 
concessions.”° 


Du Pont won the field so completely from imported cellophane that 
its cellophane sales for 1929 represented 91.6 per cent of the total 
business in the United States,** whereas importers had had 21 per cent 
in 1927 and 24 per cent in 1928.” The Tariff Act of 1930 fixed the duty 
on imported cellophane at 45 per cent ad valorem,” and cellophane 
imports were never again significant. In no year between 1930 and 1947 
did they amount to 1 per cent of cellophane consumption in the United 
States.** 


Division of World Markets 


La Cellophane’s plan to develop the American market through a 
single company jointly owned by it and a domestic firm was not unique. 
Before transferring to Du Pont Cellophane Company, Inc., its rights 
to the American market, La Cellophane had made a similar agreement 


and Wallace are of the opinion that we have a fair chance of getting this through.” 
GX 1068, p. 1142. 

*” The district court appropriately characterized du Pont’s protest against what du Pont 
regarded as an improper classification of cellophane as “the normal act of a business 
concern engaged in active competition with importers of foreign products.” 118 F. Supp. 
at 167. The court also recognized that the tariff readjustment eventually shut out foreign 
competition. [bid., p. 221. 

*” GX 432, p. 5690. 

Du Pont Cellophane’s quarterly conpetitive report, fourth quarter 1929, GX 434, p. 
5714, 

™ Ibid., first quarter 1929, GX 431, p. 5677. 

*19 U.S.C.A. sec. 1001, par. 31(c). In 1951 the tariff was reduced to 22% per cent ad 
valorem, United States v. E. I. du Pont de Nemours & Cco., 118 F. Supp. 41, 167 (D. Del. 
1953). 

* GX 182A, p. 515A; GX 182, p. 515. 
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with Kalle & Company (hereinafter Kalle) covering the German mar- 
ket. Ultimately Kalle obtained exclusive rights to La Cellophane’s 
process and patents for the manufacture and sale of cellophane in 
Germany, Austria, Hungary, Czechoslovakia, Yugoslavia, Poland, 
Russia, Romania, China, Denmark, Sweden, Norway, and Finland.” 

Although La Cellophane had agreed to furnish du Pont with such 
technological information and patent rights as it might later acquire 
from its other licensees, du Pont sought to fortify its market position 
through a direct agreement with Kalle.** On May 7, 1929 both parties 
agreed to exchange free of charge except for patent fees all patent 
rights and technical data covering cellophane that they then had or 
might later get.*’ This agreement did not specifically recognize a divi- 
sion of markets, but on October 30, 1929, C. M. Albright, Du Pont 
Cellophane vice president, listed for the Buffalo office the countries to 
which Kalle had exclusive rights. About the agreement Albright wrote: 
“The agreement, for obvious reasons, does not include the territorial 
limits, and it is suggested that this letter be attached to the copy of 
agreement for our future guidance.’”** By the summer of 1930 du Pont 
had patents on its moistureproof cellophane in the United States and 
possessions, Belgium, France, and Italy and had applications pending 
in Great Britain, Canada, Japan, the European countries in Kalle’s ex- 
clusive territory, and eight South American countries.”* Du Pont as- 
signed its moistureproof patent rights in the countries in Kalle’s terri- 
tory to Kalle or gave it implied licenses under which Kalle took out 
patents in its own name.” 

* Letter of October 30, 1929 from C. M. Albright, Du Pont Cellophane vice president, 
to the Buffalo office, GX 1091, p. 1195. 


* As early as September 1925, J. E. Crane, du Pont’s European manager, had written 
H. G. Haskell, du Pont vice president, of talks with Dr. Duttenhofer of Kalle & Company 
on the desirability of cooperation between du Pont and Kalle. Crane wrote: “Dr. Dutten- 
hofer stated that as we were to cooperate in other matters it would be a pity to compete 
in artificial silk and cellophane.” GX 1393, p. 1800. 

* GX 1087, pp. 1183-86. Perhaps another reason for du Pont’s wishing to deal directly 
with Kalle is that on April 1, 1929 Du Pont Cellophane became du Pont’s wholly 
owned subsidiary by an exchange of stock. Du Pont organized a new corporation, also 
named Du Pont Cellophane Co., Inc., La Cellophane to sit on its board as long as du 
ront considered this in the new company’s best interest. The 1923 agreements remained in 
force. Agreement of March 18, 1929 between du Pont and La Cellophane, GX 1003, p. 
1005. On July 1, 1936, du Pont dissolved Du Pont Cellophane Co., Inc., and replaced 
it with a cellophane division in its rayon department. Memorandum dated February 17, 
1944, on the history of du Pont cellophane, prepared in du Pont’s cellophane division, 
GX 1, p. 8. 

* GX 1091, p. 1195. 


* Memorandum dated August 26, 1930, from Du Pont Cellophane’s cellophane depart- 
ment to W. S. Carpenter, Jr., chairman of its board of directors, GX 2469, p. 3164. 

"Du Pont Cellophane memorandum dated March 17, 1933, GX 1098, p. 1205; letter 
to Kalle dated March 20, 1933, GX 1099, p. 1206; memorandura dated April 27, 1934, 
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Five years later du Pont entered a technical exchange and license 
agreement with British Cellophane Limited (hereinafter BCL), a 
La Cellophane licensee, which specifically delineated the territories 
within which each party would operate.** Under this agreement du Pont 
was to assign its British patents on moistureproof cellophane to BCL. 
Du Pont also assigned its French patents on moistureproof cellophane 
to La Cellophane® and its Canadian patents to Canadian Industries 
Limited.* 

Meanwhile all the world’s leading cellophane producers except du 
Pont had tried to establish an international cartel to assign territories 
and fix quotas among themselves. Du Pont representatives attended the 
first day of the cartel conferences in Paris February 11-12, 1930 as 
“guests and observers” but did not sign the “official report” (agree- 
ment).** The district court found that they were not authorized to make 
commitments for du Pont and made none. Nevertheless the agreement 
recognized the North American market as belonging to du Pont and 
Sylvania.** It did not cover moistureproof or photographic cellophane. 
SIDAC and La Cellophane agreed to study the possibility of pooling 
their patents but with the understanding that this would not apply to 
du Pont patents.” 

In 1934 du Pont relied on the 1930 cartel agreement in asserting its 
right to the West Indies as against BCL, to which La Cellophane had 
granted a license and with which du Pont was then negotiating its 
technical agreement. In a December 13, 1934 letter to La Cellophane™ 
du Pont referred to the minutes of the February 11-12, 1930 meetings of 
cellophane producers and quoted La Cellophane’s letter of April 1, 
1932** describing the cartel’s division of the world and containing the 
phrases, “Cuba being situated north of the Panama Canal, belonging 


Review of the du Pont-Kalle Relations, prepared by du Pont’s patent service, GX 1102, 

. 1210-12. 

a“ Agreement of May 3, 1935, GX 1109, pp. 1229-34. 

* GX 1102, pp. 1210-12. } 

* Letter dated February 12, 1942, transmitting patent assignments, GX 1187, pp. 1409-26. 

“ GX 1414, pp. 1841-44. 

* Sylvania Industrial Corporation’s entry into the American market is described in 
the following subsection. 

* The court was not impressed by the “official report” of the cartel agreement. It stated: 
“Failure to prove any effect from it, this cartel aspect of the case raises a straight issue 
of fact. Du Pont did not make such an agreement.” 118 F. Supp. at 221. Moreover, the 
court found that the actual conduct of the producers implicated in the agreement was 
inconsistent with the existence of a cartel. In the court’s inimitable language, “Intricate 
theories of a conspiratorial network is cast aside.” Loc. cit. 

* GX 1034, pp. 1064-65. 

* GX 1022, p. 1044. 
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thus to your territory.” By May 21, 1935 the du Pont-BCL agreement” 
had been signed and du Pont and La Cellophane had agreed that du 
Pont’s territory included the West Indies except the possessions of 
European powers.“ 

The cartel’s course was not an easy one. World depression and the 
pressure of totalitarian governments for foreign exchange turned mem- 
bers’ eyes toward South American markets, and even with agreements 
and quotas South American prices were unstable. Du Pont’s sales 
there under its 1930 agreement with La Cellophane (discussed in the 
following subsection) were particularly disturbing to cartel members.** 
On September 6, 1938 La Cellophane wrote du Pont that “it is appar- 
ently impossible to bring about a price accord for South America *n our 
Convention.”** The second world war weakened still further agreements 
to divide markets. Du Pont’s agreements with Kalle and BCL were to 
run twenty years, subject to renewal, but in 1940 du Pont disavowed 
all formal territorial limitations, not only with these companies but with 
Canadian Industries Limited and La Cellophane as well, “in the light 
of legal developments in this country.”** 


SIDAC Competes with La Cellophane and with du Pont 


Although La Cellophane had promised du Pont a monopoly in making 
and selling cellophane in the United States, it could not fulfill the 
promise. As du Pont feared, neither its patents nor its know-how was 
sufficient to protect it from competition. In 1925 two former employees 
of La Cellophane, using La Cellophane’s trade secrets, helped establish 


* Agreement of May 3, 1935, GX 1109, pp. 1229-34. 

* Memorandum dated May 21, 1935, “to be attached to original contract between 
FE. I. du Pont de Nemours & Co, and Arena Trading Corporation of June 9, 1923,” 
GX 1040, pp. 1075-76. 

“Du Pont’s 1930 agreement with La Cellophane gave du Pont half of whatever 
rights La Cellophane got in South America and Japan. Early in 1932 du Pont wrote 
La Cellophane that “we have made our prices in South America on plain Cellophane 
to correspond with yours” (letter dated January 29, 1932, GX 1112, p. 1248), and it 
tried to find out what quotas for South America La Cellophane and the other producers 
had agreed on; but it became dissatisfied with the operation of the agreement and 
on June 2, 1932 informed La Cellophane that henceforth du Pont would “consider 
ourselves free to pursue our own policy of sales in South America, Japan and China.” 
GX 1023, p. 1045. La Cellophane did not take this declaration of independence too seriously 
and continued to point out that du Pont sold more than La Cellophane did in South 
America and Japan. On December 27, 1934 du Pont, although reiterating its stand taken 
in 1932, expressed willingness to exchange figures on its sales in those markets for La 
Cellophane’s and those “of the other members.” GX 1037, p. 1070. 

“ GX 1445, p. 1920. 

“ Tdentical letters dated October 17, 1940, GX 1273, p. 1602, GX 1274, p. 1603, GX 1275, 
p. 1604, GX 1276, p. 1605. 
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SIDAC, which began to sell in the rich American market.** It made its 
first sales through Birn & Wachenheim, who had handled La Cellophane’s 
business in the United States before the organization of Du Pont Cello- 
phane. In 1929 SIDAC established an American subsidiary, the Syl- 
vania Industrial Corporation of America, and quit exporting cellophane 
to the United States.** By this time it had subsidiaries in England and 
Italy and competed in La Cellophane’s export markets. La Cellophane 
sued SIDAC for patent infringement and in settlement accepted a stock 
interest in SIDAC; thus indirectly it became through Sylvania du 
Pont’s competitor in the American market, in violation of its 1923 
agreements with du Pont. 

Negotiations over this matter were prolonged. Du Pont conceived its 
problem to be how to “accept reparations and at the same time protect 
its future position without contravening American statutes.”** In lieu 
of reparations La Cellophane lifted the 1923 restriction limiting du 
Pont to the North and Central American markets. La Cellophane 
granted it equal rights with itself in Japan and South America.“ La 
Cellophane also agreed to keep technical information, patents, and 
other data which it received from du Pont from going directly or in- 
directly to SIDAC or Sylvania. 


Du Pont Seeks Patent Protection 


When du Pont obtained its option to participate jointly with La Cello- 
phane in developing the American market, it had not investigated the 
validity of La Cellophane’s patent claims. The terms of the option had 
been “predicated on the practical absence of serious competition on the 
part of other manufacturers either in this country or other countries.””* 
Shortly after its organization Du Pont Cellophane launched a research 
program designed to strengthen its market position by improving cello- 
phane. One of its chief defects was its permeability to moisture. Du 
Pont promptly attacked this problem and by 1927 had developed a 
moistureproofing process and had applied for patents. Its basic patent 


“Memorandum dated February 17, 1944 on the history of du Pont cellophane, pre- ; 
pared in du Pont’s cellophane division, GX 1, p. 12. 

“Du Pont Cellophane’s quarterly competitive report, third quarter 1929, GX 433, p 
5702. 

“Memorandum of a November 14, 1929 discussion by du Pont officials, GX 1410, p. 
1831. 

“ Letter dated March 6, 1930 from du Pont to La Cellophane, GX 1013, pp. 1027-29; 
excerpt from minutes of May 8, 1930 meeting of du Pont’s board of directors, GX 1015, 
p. 1031. 

* Report dated April 14, 1923 by Dr. Fin Sparre, director of du Pont’s development 
department, GX 392, p. 5455. See also pp. 5453-56. 
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covering moistureproof cellophane, Charch and Prindle patent No. 
1,737,187 issued in 1929, was a product patent broad in scope and ex- 
tensive in claims.*® J. E. Hatt, general manager of Du Pont Cellophane’s 
cellophane department, in summarizing du Pont’s moistureproof cello- 
phane patent situation in 1930 recognized its vulnerability and indicated 
that du Pont had taken steps to bulwark it. He described patent appli- 
cations that du Pont had filed and quoted patent counsel’s opinion that 
they promised “important and substantial additional protection.” 
Between 1930 and 1934 Du Pont Cellophane authorized a research 
project further to bolster its patent position. In reporting on the success 
of this project in 1934 President Yerkes said: 


This work was undertaken as a defensive program in connection with 
protecting broadly by patents the field of moistureproofing agents other 
than waxes which was the only class of material disclosed in our original 
Cellophane moistureproofing patents. 

The investigations on this subject did, in fact, lead to the discovery of a 
number of classes of materials which could serve equally well for moisture- 
proofing agents . . . Each of these classes has been made the subject of a 
patent .. . Altogether, 13 patent applications are being written as a result 
of the work done under this project, all in view of strengthening our 
Moistureproof Cellophane patent situation.” 


These steps proved adequate to forestall other domestic competition® 


“A problem arising during the second world war when the government needed more 
moistureproof laminated products than du Pont could supply directly, reflects the breadth 
of the patent claims. Hines of du Pont posed the problem in this way: “What is the best 
procedure to give the Government these laminated products necessary to win the war and, 
having decided on that, what can be done to preserve du Pont’s position in a postwar 
economy?” Recognizing that the government’s interest might best be served by allowing 
converters to make them, du Pont feared that the converters might “at the end of the 
war, be possessed of a great deal of information with respect to the preparation of 
moistureproofing compositions and the technique of moistureproofing film with them 
and would be disposed to continue in such a business on a peace-time basis to the detri- 
ment of the Company’s interests.” Memorandum dated January 26, 1942 from du Pont’s 
patent service to du Pont’s cellophane research section, GX 2497, pp. 3255-57. 

™ Memorandum of August 26, 1930, GX 2469, p. 3160. 

“December 1933 report to Du Pont Cellophane’s board of directors, January 22, 
1934, GX 488, p. 6478. Du Pont spent $19,503 on this research project. This compares 
with an expenditure of only between $5,000 and $10,000 authorized in October 1924 to hire 
a single chemist to develop the original moistureproofing process. DX 393 and DX 394. 
Total expenditures for “technical activities expenses,” which included all types of tech- 
nical work designed to improve cellophane production and processes, came to only $32,048 
during 1925 and 1926. DX 387. 

Du Pont’s strong patent position may not have been wholly responsible for the re- 
luctance of other domestic companies to produce cellophane. Apparently Union Carbide 
& Carbon Corporation in the 1930’s considered entering the cellophane field. It pur- 
chased rights to a process for making a transparent wrapping material similar to cellophane. 
Lammot du Pont in a letter of December 2, 1931 to L. A. Yerkes, president of Du 
Pont Cellophane, stated that in the course of an hour’s conversation on this topic with 
Messrs. Jesse Ricks and Barrett of Union Carbide & Carbon “[t]hey assured me re- 
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and to bring Sylvania Industrial Corporation to terms when it invaded 
the American market. 


Sylvania Reaches Accord with du Pont 


Sylvania completed its Virginia plant for making cellophane in 1930. 
Apparently its early experimental research to develop a moistureproof 
cellophane rested, as did du Pont’s, on the use of a nitrocellulose base 
to which gum, wax, and plasticizer were added. When du Pont’s Charch 
and Prindle patent covering moistureproof cellophane was issued, du 
Pont advised Sylvania informally of its claims and Sylvania after con- 
sidering them “felt obliged to discard the work they had done up to 
that time, and approach the subject from a new angle.”** Their new 
angle substituted a vinyl resin base for the nitrocellulose base. Du Pont, 
regarding this as an infringement, advised Dr. Wallach, Sylvania’s 
president, that “we would be obliged to enforce our patent’ and 
eventually filed an infringement suit against Sylvania.® In the anti- 
trust proceedings against du Pont the government contended that the 
“entire infringement suit was nothing more than a harassing action 
designed to coerce Sylvania into entering a highly restri tive agree- 
ment.”* The district court in finding for du Pont rejected this conten- 
tion.” Since the court has spoken, we do not express judgment on this 


peatedly they did not wish to rush into anything, most of all a competitive situation 
with du Pont. Their whole tone was most agreeable. . . . In the course of the conversa- 
tion, various efforts at co-operation between Carbide and du Pont were referred to, and 
in every case assurances of their desire to work together, given.” GX 4381, p. 4300. 

** Memorandum dated February 18, 1931 from J. E. Hatt, Du Pont Cellophane’s general 
manager, to its executive committee, GX 2482, p. 3204. 

Loc. cit. 

* The bill of complaint in Du Pont Cellophane Company v. Sylvania Industrial Corpora- 
tion appears in the record of the Cellophane case as GX 2479, pp. 3183-90, and Sylvania’s 
answer as GX 2480, pp. 3191-99. 

* Statement to the court by J. L. Minicus, counsel for the government, T. 2472. 

* Judge Leahy said: “Neither party dictated the terms of the license agreement by which 
the suit was settled.” 118 F. Supp. at 151. He based this finding on testimony by L. A. 
Yerkes, president of Du Pont Cellophane. Although Judge Leahy had said that if he 
found that du Pont did not possess monopoly power it would be unnecessary for him to 
pass on whether it had monopolized cellophane under section 2 of the Sherman Act and 
the principles of United States v. Aluminum Co. of America, 148 F. 2d 416 (2d Cir. 1945), 
he nevertheless made a decision on that charge also. He ruled that du Pont’s licensing 
and technology exchange agreements with La Cellophane did not unreasonably restrain 
trade and that their territorial limitations were ancillary to the acquisition of trade 
secrets. 118 F. Supp. at 219. He ruled that the circumstances under which du Pont ac- 
quired its patents failed to show that the “acquisitions affected its ability to exclude 
competition” (ibid., p. 212), and that du Pont placed only “lawful and reasonable limita- 
tions on use” in its licenses (ibid., p. 211). In any event, he ruled, du Pont had a lawful 
monopoly in its moistureproof cellophane patent. He said: “Evidence does not disclose 
combining of competing or independent process patents or efforts to control unpatented 
products” (ibid., p. 214). 
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issue. But we wish to review briefly evidence that throws some light 
on du Pont’s strategy. 

The record indicates that (1) du Pont in negotiating for reparations 
following SIDAC’s entry into the American market considered and re- 
jected a proposal that it grant Sylvania a license which would restrict 
its output; (2) after warning Sylvania that it would defend its patents 
and learning that Sylvania challenged their validity, du Pont postponed 
action while entrenching its patent position;®* (3) although professing 
confidence in its ability to establish its patents’ validity, du Pont offered 
to settle the issue by granting a license limiting Sylvania’s production 
of moistureproof cellophane to 10 per cent of the companies’ combined 
output;*® (4) on Sylvania’s rejecting this offer du Pont formally 
notified Sylvania that it was infringing du Pont’s moistureproofing 
patents and asked that it cease; (5) upon its refusal to desist du 
Pont formally inaugurated infringement proceedings; and (6) before 
the proceedings were carried to completion du Pont and Sylvania settled 
the suit by a patent exchange and licensing agreement.** 

Both parties no doubt thought that they stood to gain by a settle- 
ment. If Sylvania lost the suit, it would be forced to stop producing 
moistureproof cellophane or to produce it on such terms as du Pont 
might offer. If it won, anyone with adequate resources could produce 
cellophane, and selling cellophane would become a competitive enter- 
prise. After a discussion with Sylvania’s general counsel du Pont’s 
patent attorney summed up Sylvania’s plight as follows: 


During the conference Mr. Menken stated that in his opinion the case 
should be settled. He said that they were very fearful of what the result 
would be to their company in the event they succeeded in having the 
claims of the patents which are involved in the litigation held invalid. He 
seemed to realize the old adage that the defendant can never win. . . . If 
the Du Pont Cellophane Company succeeds and the patents are held to be 
infringed, Sylvania Industrial Corporation will be under injunction and 
will be obliged to stop manufacturing moistureproof wrapping tissue. On 


* A running memorandum of developments in the du Pont-Sylvania patent controversy 
between July 9, 1931 and April 6, 1933, in the du Pont files, contains the following state- 
ment: “At Board meeting on 8/21/31 . . . [i]t was felt by Mr. Pritchard [du Pont’s 
patent counsel] that actual suit against Sylvania should not be instituted until we have 
these claims issued in form of actual patents. . .. L.A.Y. [Yerkes, Du Pont Cellophane’s 
president] still felt it would be desirable for us to have Sylvania under a license agreement 
if possible.” GX 2478, p. 3181. 

® Loc. cit. On August 27, 1931 Yerkes wrote to Dr. Wallach confirming an oral offer 
made on or about July 9, 1931. A memorandum dated July 13, 1931 outlines the terms 
of the offer. GX 2483, p. 3206. 

GX 2478, p. 3181. The memorandum refers to a letter dated 11/19/31 which lists 
the patents du Pont claimed to be infringed. 

* Agreement dated April 26, 1933, GX 2487, pp. 3212-33. 
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the other hand, if they succeed in having the broad claims of the patents 
held invalid they will throw the art open, as far as the broad claims are 
concerned, to anyone and therefore will have additional competition. 
Sylvania . . . has plenty of ready cash but are hesitant about enlarging 
their plant facilities pending the litigation since, if successful, they will 
only invite further competition.*? 


With neither side ready to test the validity of du Pont’s patents, the 
parties compromised. The compromise constituted no threat to du Pont’s 
dominant market position. 

Under the settlement reached April 26, 1933, Du Pont Cellophane 
granted Sylvania a nonexclusive license (made exclusive in 1938) of 
du Pont’s five basic patents on moistureproof cellophane and agreed to 
license to it any patents within their scope which du Pont might get 
before October 16, 1948. Sylvania agreed to grant similar rights to 
Du Pont Cellophane under any patents which it might get. Sylvania 
agreed to pay du Pont a royalty of 2 per cent of its net cellophane sales 
for the use of du Pont’s basic patents and an additional 2 per cent if 
Sylvania accepted licenses under future du Pont patents representing 
departures from the five basic patents. But the settlement went further 
than a mere cross-licensing of present and future patents. It provided 
that Sylvania’s production be restricted to a fixed percentage of total 
moistureproof cellophane sales, beginning with 20 per cent in 1933 and 
increasing by 1 per cent until it reached 29 per cent in 1942. Should 
Sylvania exceed its share in a given year, it agreed to pay a penalty 
royalty of 20 cents a pound or 30 per cent of its net cellophane sales, 
whichever was higher. If du Pont used any of Sylvania’s patents, it 
agreed to a similar penalty for exceeding its basic quota. But it never 
used them. 

Until June 1951 du Pont and Sylvania were the only producers of 
cellophane in the American market. Between 1933 and 1945 (when 
they contracted for smaller royalties and abandoned penalties for ex- 
ceeding their quotas), with Sylvania’s output geared to du Pont’s, du 
Pont could determine how much cellophane should come on the market. 
Actually the penalty provision of the agreement never operated and its 
deletion from the 1945 agreement produced no marked effect on Syl- 
vania’s production. The court found that “[i]ts policies as to expansion 
in no way changed following the termination of the 1933 agreement in 
1945.”** Although their shares varied from time to time, du Pont 


“Letter dated August 4, 1932 from W. S. Pritchard to B. M. May, GX 2811, pp. 6073- 
74. 

“In June 1951 Olin Industries, Inc., began the production of cellophane at Pisgah 
Forest, North Carolina. Testimony of Fred Olsen, Olin vice president, T. 6829. 

“118 F. Supp. at 157. 
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supplied about 76 per cent and Sylvania 24 per cent of the market from 
1933 to 1950.*° But gearing Sylvania’s production to du Pont’s must 
have lessened Sylvania’s incentive to independent, vigorous rivalry, 
price or nonprice, and the record indicates that until January 1, 1947 
Sylvania’s quoted prices were generally identical with du Pont’s.** 


Conclusion 


Du Pont’s moves and countermoves to protect its domestic market 
were the strategy of a producer operating in a monopolistic, not a com- 
petitive, market. Its agreements with foreign producers to license 
patents and exchange technical data, its domestic patent program, its 
effort to get higher tariffs, its restrictive market agreement with Syl- 
vania, all reflect du Pont’s effort to preserve what it apparently regarded 
as a monopoly market. That du Pont and Sylvania (whose production 
was geared to du Pont’s and whose quoted prices were generally identi- 
cal with du Pont’s) together monopolized the market for cellophane 
seems scarcely debatable. That du Pont acted as though in its mo- 
nopoly of cellophane it had a valuable property right which it sought 
to exploit is equally clear. But was du Pont mistaken? Were available 
substitutes so similar that du Pont’s monopoly of cellophane was in 
reality a mirage or a phantasy? Is there in fact no distinct market for 
cellophane, but only a larger market for flexible wrapping materials 
with producers so numerous that none can make monopoly profits? 
Let us turn to that question. 


II. Cellophane—A Differentiated Product? 


For several years du Pont was the sole domestic producer of cello- 
phane and for a quarter of a century Sylvania and du Pont were the 
only producers. But buyers of flexible wrapping material need not rely 
solely on these two suppliers. Several hundred rivals produced flexible 


“Data on production, 1933 to 1950, table in United States v. E. I. du Pont de 
Nemours & Co., 118 F. Supp. 41, 116 (D. Del. 1953). In the five years following the ex- 
piration of the 1933 agreement Sylvania’s percentage of total domestic production was 
only 1 per cent higher than its percentage in the five years preceding the expiration of the 
agreement. American Viscose Corporation acquired Sylvania in 1946. 

“Du Pont and Sylvania not only quoted identical prices for their most important 
cellophane types, but their price changes almost always became effective on the same 
date. GX 549, pp. 7128-66. During the postwar period of short supplies and after the 
government had instituted its suit against du Pont, differences in Sylvania’s and du 
Pont’s prices appeared. DX 591, p. 1128. Judge Leahy was impressed not by the identity 
of quoted prices but by the fact that Sylvania at times made discounts from its list 
prices which du Pont did not match. In speaking of du Pont-Sylvania competition he 
declared that Sylvania “has continued to expand to the full extent of its financial re- 
sources” (118 F. Supp. at 212); and that although du Pont was superior in the services 
rendered to customers, in technology, in price, and in the development of special types 
of films, competition between the two companies has “flourished” (Joc. cit.). 
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wrapping materials, in many uses substitutes for cellophane. May not 
these have converted a monopolistic market into one of workable com- 
petition? Let us examine briefly the relevant theory and then the facts. 


Price Theory and Product Differentiation 


Although others have made important contributions to an under- 
standing of the significance of interproduct competition, Chamberlin, 
the pioneer, offers a good starting point for this discussion. Chamberlin 
has recognized that “[a]s long as the substitutes are to any degree im- 
perfect, he [the seller] still has a monopoly of his own product and 
control over its price within the limits imposed upon any monopolist— 
those of the demand.”** But Chamberlin also recognized that rival prod- 
ucts, where entry is free and differentiation not marked, could elimi- 
nate excess profits even in the “monopolized” field. Expressing his find- 
ings diagrammatically, he concluded that the sloping demand curve 
facing the producer of a differentiated product may become tangent 
to the cost curve somewhere above lowest average cost. Chamberlin 
regarded this as a “sort of ideal” solution. As he put it, “With fewer 
establishments, larger scales of production, and lower prices it would 
always be true that buyers would be willing to pay more than it would 
cost to give them a greater diversity of product; and conversely, with 
more producers and smaller scales of production, the higher prices 
they would pay would be more than such gains were worth.” 

Chamberlin’s conclusion that the entry of producers of substitute 
products will eliminate monopoly profits is based upon two important 
assumptions: (1) his uniformity assumption—“both demand and cost 
curves for all the ‘products’ are uniform throughout the group”’;** and 
(2) his symmetry assumption*°—“any adjustment of price or of ‘prod- 
uct’ by a single producer spreads its influence over so many of his 
competitors that the impact felt by any one is negligible and does not 
lead him to any readjustment of his own situation.”” 

"E. H. Chamberlin, The Theory of Monopolistic Competition, Sth ed. (Cambridge, 
Mass., 1947), p. 67. 


* Ibid., p. 94. This assumes, of course, that buyers know what they get and get what 
they want in buying a differentiated product. This is a dubious assumption. Years ago a 
well-known pharmaceutical company by its advertising endeavored to create a wide- 
spread fear of halitosis, “Not even your best friends will tell you.” Having created a 
fear of halitosis, it provided a product to dissipate it, thereby rendering the buyer a service 
for which he was willing to pay. 

® Ibid., p. 82. To simplify his exposition Chamberlin first assumes uniformity in cost 
and demand curves. Later he abandons this assumption in the interest of reality. In 
abandoning it he reaches the conclusion indicated in the text: where sufficiently effective 
substitutes are not offered in the market, monopoly profits result. 

™G. J. Stigler so describes this assumption. Five Lectures on Economic Problems (Lon- 
don, 1949), p. 17. 

™ Chamberlin, of. cit., p. 83. 
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If cost and demand curves are not uniform, or if the “group” of 
firms producing the substitute products is sufficiently small to introduce 
the oligopoly problem, we may expect a divergence from the above 
solution. As for the uniformity assumption, Chamberlin says: “[I]n 
so far as substitutes of such a degree of effectiveness may not be pro- 
duced, the conclusions are different—demand curves will lie to the 
right of the point of tangency with cost curves, and profits will be cor- 
respondingly higher. This is the explanation of all monopoly profits, 
of whatever sort.”"* Thus, unless effective substitutes exist, Chamberlin 
argues that monopoly profits may be “scattered throughout the 
group.”"* If Chamberlin’s symmetry assumption is not fulfilled, an 
oligopoly solution may be expected. In either case monopoly profits 
result. 

In applying Chamberlin’s theory to the flexible packaging materials 
market and to cellophane’s position in it, the empirical issue revolves 
about (1) the degree of effectiveness of substitutes, and (2) the num- 
ber of rival firms. If substitutes are not effective enough to eliminate 
monopoly profits, it is not necessary to consider the oligopoly problem. 

Clark’s analysis” leads to similar conclusions, viz., that competition 
among substitutes may eliminate monopoly profits; but Clark goes 
further than Chamberlin in finding these results salutary. According 
to Clark the high cross elasticity of demand tends to flatten the mo- 
nopolist’s demand curve. Moreover, the monopolist’s fear of potential 
competition may lead him to behave as though potential competition 
had become a reality. These two restraining forces, rival substitute 
products and potential competition, may yield cost-price relationships 

™ Ibid., p. 111. Emphasis in original. This statement of the problem seems to make 
it similar to if not identical with the conventional, neoclassical conception of monopoly. 
Richard T. Ely for example pointed out: “The use of substitutes is consistent with 
monopoly, and we nearly always have them. For almost anything we can think of, 
there is some sort of a substitute more or less perfect, and the use of substitutes fur- 
nishes one of the limits to the power of the monopolist. In the consideration of monopoly 


we have to ask, what are the substitutes, and how effective are they?” Monopolies and 
Trusts (New York, 1912), pp. 35-36. : 

™ Chamberlin, of. cit., p. 113. By the “group” Chamberlin apparently means firms mak- 
ing products which although differentiated are designed for the same use, e.g., toothpaste 
manufacturers. In his “Monopolistic Competition Revisited,” Economica, Nov. 1951, N.S. 
XVIII 352, 353, he abandons the group concept, arguing that “competition is always 
a matter of substitutes, and . . . substitutes are always a matter of degree.” In abandoning 
the group concept he does not abandon the conclusion that where substitutes are similar 
enough and entry is free, monopoly profits will disappear and the demand curve will 
be tangent to the cost curve at some point above minimum cost. But he also recognizes 
that the “isolated” monopolist, in spite of close substitutes, may find the demand for his own 
product strong enough to yield him “profits in excess of the minimum.” 

™ Monopolistic Competition, p. 102. 

"J. M. Clark, “Toward a Concept of Workable Competition,” Am. Econ. Rev., June 
1940, XXX, 241-56, 
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similar to those of pure competition. They may make imperfect com- 
petition workable. 

An increasing number of economists have come to believe this. 
Robertson develops the idea somewhat further. In reviewing the signifi- 
cance of interproduct and interindustry competition he concludes that 
we really need not worry about monopoly for “there is probably not 
much of it.” There is not much of it because the “old-fashioned ap- 
paratus of competition works in new ways to save us.’’”* 

Moreover, this new apparatus of competition once more makes 
relevant a theory of competition based on large numbers. 


To assess the competitive situation of a firm we must still resort to count- 
ing numbers. We cannot do away with the group, for the group exists in 
the real world. Yet counting only those firms which are within the “in- 
dustry” tells us very little. We must do our counting by taking cate- 
gories of uses for the output of an industry, considering what products 
of other industries directly compete within these categories.** 


Since a monopolist’s product may serve in a great variety of uses, a 
monopolist may find it “profitable to forego monopoly control in one 
use in order to push the commodity into many uses.”"* Thus monopoly 
serves the public by serving itself and in doing so loses its power over 
the market. 

What Robertson has discovered for the economists, businessmen had 
already professed. David Lilienthal, writing about the “new competi- 
tion,” said: 

I am not saying that active competition between the producers of the same 

product is of no present consequence. It certainly is. My point is that 

under present-day conditions it is often the least significant form. The 
competition between alternative materials, or ways of satisfying human 
needs and desires, has become a new dimension of competition.”® 


It was on such principles that Judge Leahy relied in reaching his 
conclusions in the Cellophane case. 

This calls for a more careful consideration of the uniqueness of cello- 
phane, of du Pont’s pricing policies in selling it, and of the rate of 
earnings realized in doing so. If cellophane is sufficiently differentiated 
from other flexible wrapping materials, its demand curve may “lie to 
the right of the point of tangency with its cost curve” and its producer 
may receive monopoly profits in making and selling it. If cellophane is 


**R. M. Robertson, “On the Changing Apparatus of Competition,” Proceedings of the 
American Economic Association, Am. Econ. Rev., May 1954, XLIV, 61. 


™ Thid., pp. 53-54. 
* Ibid., p. 57. 
” 1D. E. Lilienthal, Big Business: A New Era (New York, 1953), p. 60. 
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a less highly differentiated product within Chamberlin’s conception 
of the term and if entry to the manufacture of rival wrapping materials 
is not blocked, the maker of cellophane will be faced by a sloping de- 
mand curve; but the curve will be tangent to the cost curve at some 
point above lowest average cost, and the seller will not make a mo- 
nopoly profit. If the differentiation is so slight and potential competi- 
tion so imminent as to bring it within Clark’s concept of the term, the 
seller’s long-run demand curve will be close to the horizontal (his con- 
trol over price will be slight) and prices will be close to lowest average 
cost. If the cellophane market conforms to Robertson’s model, cello- 
phane’s differentiation will be too slight to count, monopoly profit will 
not exist, and its price will be competitive. To which of these models 
does the market for cellophane conform? 


The Market for Cellophane 


As a first step in answering this question we will examine briefly the 
flexible packaging materials market. The district court in determining 
whether du Pont monopolized the market for cellophane concluded that 
“the relevant market for determining the extent of du Pont’s market 
control is the market for flexible packaging materials.”*° In this broad 
market the court found several hundred firms selling a variety of dif- 
ferentiated products for an even wider variety of uses. They sold either 
directly to packagers or to converters who prepared packaging materials 
for special uses. The court found that in 1949 du Pont cellophane ac- 
counted for only 17.9 per cent of the total square yardage of domestic 
output and imports of flexible packaging materials.** (Apparently this 
did not include kraft paper.) Such a small percentage scarcely demon- 
strates that du Pont had monopolized the flexible packaging materials 
market. Nor had it. But in passing judgment on the validity of the 
court’s view that there is a single market for flexible packaging ma- 
terials it may be helpful to classify the major contemporary materials 
according to their special qualities and major uses. : 

Cellophane is a thin, transparent, nonfibrous film of regenerated 
cellulose. It comes in two major types: plain and moistureproof. Mois- 
tureproof cellophane far outsells plain. In 1950 plain cellophane sales 
totalled $12,005,737; moistureproof cellophane sales, $116,660,209.* 
Because moistureproof cellophane sales are over nine times those of 
plain, our analysis will give primary consideration to moistureproof. 
Moistureproof cellophane is highly transparent, tears readily but has 


118 F. Supp. at 60. 
Tbid., p. 111. 


" Table showing comparison of du Pont and Sylvania plain and moistureproof cello- 
phane sales, 1924-1950, 118 F. Supp. at 123. 
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high bursting strength, is highly impervious to moisture and gases, and 
is resistant to grease and oils. Heat sealable, printable, and adapted to 
use on wrapping machines, it makes an excellent packaging material 
for both display and protection of commodities. 

Other flexible wrapping materials fall into four major categories: (1) 
opaque nonmoistureproof wrapping paper designed primarily for con- 
venience and protection in handling packages; (2) moistureproof films 
of varying degrees of transparency designed primarily either to pro- 
tect, or to display and protect, the products they encompass; (3) non- 
moistureproof transparent films designed primarily to display and to 
some extent protect, but which obviously do a poor protecting job 
where exclusion or retention of moisture is important; and (4) mois- 
tureproof materials other than films of varying degrees of transparency 
(foils and paper products) designed to protect and display. 

Kraft paper is the leading opaque nonmoistureproof wrapping paper. 
For general wrapping it has no equal. It is cheap, strong, and pliable 
and gives adequate protection. On a tonnage basis it easily tops all other 
packaging materials in total sales. But it is neither designed for nor 
adapted to the special uses for which cellophane was created and, as 
one market expert has put it, “in the true sense” does not compete with 
cellophane. More accurately, we think, cellophane does not compete with 
it. On a cost basis it cannot compete. At less than one cent per thousand 
square inches, kraft paper sells for less than cellophane’s manufacturing 
cost. 

The leading moistureproof films which might compete with cellophane 
include polyethylene, Saran, and Pliofilm. These are relatively late- 
comers in the packaging field. In some qualities they match or even 
excel cellophane. But we have it on the authority of du Pont market 
analysts that these films have offered little or no competition to cello- 
phane in its major markets. According to du Pont’s 1948 market analy- 
sis, prepared by its experts for company use in making decisions, al- 
though Saran was “superior in moisture protection, no significant com- 
mercial uses” had developed for it “due principally to its high price” 
and “no substantial cost reduction” was in sight.** In 1949 a thousand 
square inches of 100-gauge Saran #517 sold for about 2% times as 
much as the same amount of moistureproof cellophane (see Table I). 
Du Pont experts found polyethylene lacking in transparency, “too limp 
to operate satisfactorily on wrapping machines, . . . difficult to heat seal, 
print and glue,” with “poor surface slip and high static, and . . . perme- 
able to volatile oils and flavorings.”** Pliofilm, an older rival first mar- 


"DX 595, p. 1156. 


“ Ibid., pp. 1155-56. The court said of polyethylene: “Many of these deficiencies could 
be corrected through research, and were.” 118 F. Supp. at 81. 
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Tasie I.—Comparison OF AVERAGE WHOLESALE Prices OF CELLOPHANE WITH 
Prices OF OTHER FLEXIBLE PACKAGING MATERIALS IN 1949 


Price Per Cent of Cello- Per Cent of Cello- 
1,000 phane Prices Price phane Prices 
Packaging Material 2 per Ib. 
Moisture- (cents) | Moisture- 
(cents) proof Plain proof Plain 

Saran 

100 gauge #517 6.1 265.2 290.5 | 99.0 207.1 221.0 
Cellulose Acetate 

.00088” 3.3 143.5 157.1 | 82.0 171.5 183.0 
Polyethylene 

.002”—18” flat width 5.4 234.8 257.1 | 81.0 169.4 180.8 
Pliofilm 

120 gauge N2 3.8 165.2 181.0 | 80.8 169.0 180.4 
Aluminum Foil 

.00035" 1.8 78.3 109.2 165.2 
Moistureproof Cello- 

phane 300 MST-51 2.3 100.0 109.5 | 47.8 100.0 106.7 
Plain Cellophane 

300 PT 2.4 91.3 100.0 | 44.8 93.7 100.0 
Vegetable Parchment 

27# 1.4 60.9 66.7 | 22.3 46.7 49.8 
Bleached Glassine 

25# 1.0 43.4 47.6 | 17.8 37.2 39.7 
Bleached Greaseproof 

2 39.1 42.9] 15.8 33.1 35.3 
Plain Waxed Sulphite 

25# self-sealing 1.1 47.8 52.4| 15.2 |. 31.8 33.9 
Plain Waxed Sulphite 

25# coated opaque = 30.4 33.3 | 11.9 24.9 26.6 


Source: Prices per thousand square inches and per pound, United States v. E. I. du Pont 
de Nemours & Company, 118 F.Supp. 41, 83 (D.Del. 1953). Robert Heller & Associates, 
management consultants, conducted the price survey for du Pont on which DX 995, the 
original source of these data, is based. G. W. Bricker, who personally supervised the survey, 
testified that “each of these materials is a principal standard material of that type.” T. 4497. 
In selecting a particular grade Bricker relied on the advice of the Bureau of Labor Statistics, 
American Pulp and Paper Association economists, and the individual companies from which 
he got his data. 


keted in the mid-thirties, has a rubber base and is particularly well 
adapted to packaging foods preserved in liquids, a relatively narrow 
market. Despite its superiority in this use, its high cost (in 1949 a 
thousand square inches of 120-gauge Pliofilm N2 sold for about 1% 
times as much as moistureproof cellophane) made it “an active com- 
petitor of Cellophane only in those fringe uses bordering markets that 
need greater moistureproof protection than Cellophane provides.”*° 


“DX 595, p. 1153. In 1950 Goodyear developed a type satisfactory for fresh meats. 
118 F. Supp. at 81. 


| 
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In 1939 Pliofilm sales were only 2 per cent of cellophane sales; by 1949 
they had increased to only 4.4 per cent.** 

Cellulose acetate, a nonmoistureproof transparent film, is an old 
cellophane rival. First appearing in 1931, by 1939 its sales were only 3 
per cent of cellophane’s. Ten years later they were only 3.7 per cent.*’ 
Its chief quality disadvantage is that it is not moistureproof. It com- 
pares in quality with plain cellophane, but its 57 per cent higher price 
in 1949 placed it at a serious competitive disadvantage. 

About these several films du Pont in its 1948 market analysis con- 
cluded: 


The principal markets for non-viscose films have been competitive with 
Cellophane only to a very minor degree up to this time. Some are used 
very little or not at all in the packaging field—others are employed prin- 
cipally for specialty uses where Cellophane is not well adapted—none 
have been successfully introduced into any of Cellophane’s main markets 
due to their inherent shortcomings.** 


_ On the superiority of cellophane as compared with other films for 
most of cellophane’s uses, the experts apparently agreed. Olin In- 
dustries, Inc., later to become the third domestic cellophane producer, 
after investigation reported: “According to du Pont, Cellophane is 
considered the only all purpose film, and any product to be truly com- 
petitive with Cellophane must have the following attributes: (1) low 
cost, (2) transparency, (3) operate with a high efficiency on mechanical 
equipment, (4) print well both as to speed and appearance.”*® Olin 
concluded: 


There are no films currently marketed which are potentially competitive 
to any substantial degree in Cellophane’s major markets when measured 
by the above attributes necessary for wide usage. Other transparent films 
will find their place for those low volume uses which can absorb the addi- 
tional cost of the film and which necessitate certain physical properties 
not possessed by Cellophane.” 


Consumer decisions confirmed the judgment of the experts. In 1949 


” GX 531, p. 7101; GX 81, p. 309; DX 596, p. 1173. 

“ Comparison of total du Pont and United States production of cellophane and im- 
ports of selected flexible packaging materials, 1925-1949, DX 981, p. 1. 

* DX 595, p. 1147. 

_“ Report on “the evidence in support of entry by Olin Industries into the Cellophane 
business, based on the purchase of patent license and ‘know-how’ from du Pont;” Decem- 
ber 15, 1948, GX 566, p. 7575. 


Loc. cit. 
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converters used roughly fourteen times as much cellophane as all other 
packaging films.” 

Apparently cellophane has no effective rival in another segment of 
the flexible packaging material market, the outer wrapping of packaged 
cigarettes. Clear as plate glass, flexible, easily ripped open, moisture- 
proof, it displays and protects with such perfection that except when 
they can’t get it cigarette makers use no other overwrap.” The court 
recognized this, noting however that makers of Pliofilm, glassine, and 
aluminum foil keep trying to break into this market. They have not 
succeeded. 

The court to the contrary notwithstanding, the market in which cello- 
phane meets the “competition” of other wrappers is narrower than the 
market for all flexible packaging materials. Cellophane dominates the 
market for cigarette overwraps, it does not compete with kraft paper 
for general wrapping, and in its more specialized markets the non- 
viscose films do not compete with cellophane except in fringe uses. 


Food Packaging 


In 1949, 80 per cent of du Pont’s cellophane sales were for packaging 
food products; here cellophane encounters its most vigorous rivalry, 
“competing” with vegetable parchment, greaseproof paper, glassine, 
wax paper, and aluminum foil. Each of these wrapping materials is a 
differentiated bundle of qualities, competing in a wide variety of uses. 
Users attach a different importance to the several qualities. Many value 
transparency highly, a quality in which cellophane is outstanding. Some, 
however, regard transparency as a disadvantage. All are likely to rate 
moisture protection as important, but wax paper, aluminum foil, and 
some types of glassine are about as good as cellophane in this. Food 
packagers in selecting wrapping material no doubt consider carefully 
the unique combination of qualities represented by each of these 
materials. They resell the product they wrap and they are cost- 
conscious. Presumably they try to select the material that, quality 
considered, will give the greatest value. In determining values they 
must consider consumer response to the several materials. In any 
event, some buyers of packaging materials changed from one kind to 
another in trying to get their money’s worth. Some candy makers and 
some bread bakers, for example, operating on narrow margins in the 
mid-’thirties switched from cellophane to a less costly wrapper when 

"DX 985. This is a market analysis prepared for du Pont by Robert Heller & 
Associates. 


“ A shortage of cellophane in the mid-’forties forced some cigarette makers to use other 
materials. Brown and Williamson Tobacco Company once experimented with selling 
Kools and Raleigh cigarettes in a one-piece foil package. 118 F. Supp. at 108. 
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their other production costs mounted. The court concluded from the 
evidence that “shifts of business between du Pont cellophane and other 
flexible packaging materials have been frequent, continuing and con- 
tested.”** In no one of the more important uses for packaging foods did 
cellophane in 1949 supply as much as 50 per cent of the total quantity 
(in square inches) of wrapping materials used (see Table II).** Only 


TABLE II.—COMPARISON BY PERCENTAGES OF TOTAL QUANTITY OF SELECTED 
FLEXIBLE PACKAGING MATERIALS, CLASSIFIED BY END UsEs* 


Frozen 
ateri roducts Poultry | Biscuits roduce Dairy 
Products 
Cellophane 6.8 24.4 31.9 34.9 26.6 47.2 33.6 
Foil 32.5 8 2 1 
Glassine 4.4 21.4 62.8 27 10.0 1 2.1 
Papers 88.6 21.6 4.4 57..5 63.2 45.6 60.3 
Films .0 1 a 4.8 .0 7.0 3.3 
Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 


* Based on 1949 sales (in millions of square inches) of nineteen major converters “‘repre- 
senting a substantial segment” of the converting industry, United States v. E. 1. du Pont de 
Nemours & Company, 118 F.Supp. 41, 113 (D.Del. 1953). G. W. Bricker of Robert Heller and 
Associates, management consultants employed by du Pont, testified that the above data 
covered two-thirds of du Pont’s and Sylvania’s cellophane. T. 4474. 


in the packaging of fresh produce did cellophane sales top the list. Its 
percentage of total sales varied from 6.8 per cent for packaging bakery 
products to 47.2 per cent for fresh produce. Like du Pont’s percentage 
of total sales of all flexible wrapping materials, these specific figures 
scarcely demonstrate that du Pont has monopolized the sale of flexible 
packaging material to food packagers. 

Such facts apparently led the court to conclude that du Pont, 
although selling about 76 per cent of the cellophane and together with 
Sylvania—whose production was geared to du Pont’s—selling all of it, 
had not monopolized the market for ail flexible wrapping materials. 
No one is likely to quarrel with this finding. But in an economic sense 


Ibid., p. 91. 


“Table II is based on evidence which the court reproduced in the opinion In less 
important uses not included in the court’s tabulation cellophane accounted for the follow- 
ing percentages of total quantities of the selected flexible wrapping materials used: dry 
beverages, 6.4 per cent; breakfast cereals, 12.6 per cent; dry fruits and vegetables, 63.7 
per cent; frozen dairy products, 1.1 per cent; flour, meal, and dry baking mixes, .5 per 
cent; nuts, 77.3 per cent; paste goods, 97.4 per cent; paper products, 38 per cent; and 
textile products, 62.3 per cent. DX 984. 
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a firm may have a monopoly of a differentiated product, that is, it may 
behave like a monopolist and enjoy the fruits of monopoly in selling it, 
even though it meets the rivalry of substitutes. That is the economic 
issue here. Is cellophane so highly differentiated that du Pont in selling 
it can follow an independent pricing policy, that is, is the cross elasticity 
- of demand for cellophane so low that du Pont, while pricing it in- 
dependently, can enjoy a monopoly profit in its sale? Let us examine 
this issue. 

When du Pont first marketed cellophane, it apparently thought cello- 
phane had unique qualities and it adopted a strategy designed to 
prevent competition from any other producer, in short, to protect its 
monopoly.” It also priced cellophane from the outset to yield monopoly 
revenue. Its long-run aim in selling cellophane was apparently that of 
any monopolist, viz., to maximize revenues. But the maximization of 
revenues over time even by a monopolist may call for a farsighted and 
vigorous policy in exploiting a product. Monopolists, although they can 
restrict output and charge relatively high prices, may not find it profit- 
able to do so. Du Pont argued and the court concluded that the test of 
monopoly is the power to exclude competition and the power to raise 
prices. A more logical test is the power to exclude competition and the 
power to control prices. That a monopolist may find it profitable to lower 
prices, increase sales, and reduce costs, even though the public benefits, 
does not necessarily mean, as Robertson suggests, that he has relin- 
quished monopoly power. To use monopoly power rationally is not to 
forego it. 

President Yerkes of the Du Pont Cellophane Company, Inc., con- 
cluded as early as 1924 that to maximize earnings du Pont should 
reduce cellophane prices. On this issue he said: 


I am in favor of lowering the price. . . . [I] think it will undoubtedly 
increase sales and widen distribution. . . . Our price I think is too high 
based purely on manufacturing cost and too high in comparison with other 
wrapping papers on the market, and while we cannot approach the price 
of glassine or other oil papers, if we make a substantial reduction we will 
in some cases get somewhere near there.” 


Walter S. Carpenter, Jr., chairman of du Pont’s board of directors, 


“If cellophane had encountered the effective competition of rival wrapping materials, 
du Pont would have had nothing to gain by impeding entry. That is to say, if cellophane 
were merely one of many substitutable products among which effective competition pre- 
vails, the price of each would be driven down to a competitive (cost-remunerative) level 
and it should be a matter of indifference to du Pont whether this results from rival 
products or from new producers of cellophane. 

* Memorandum of some remarks made at a meeting of the board of directors, Du Pont 
Cellophane Company, Inc., December 11, 1924, DX 337, p. 643. 
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expressed a similar idea when he testified in the Cellophane case: 


... the purpose of reducing our price and also improving our quality was 
to broaden our market. . .. As a general philosophy I was always in favor 
of the reduction of the price as we were able to do so by the reduced costs, 
and I think that I consistently urged that on the management.** 


The Yerkes-Carpenter philosophy apparently prevailed. The price of 
cellophane, which averaged $2.508 a pound in 1924, was reduced in 
every year until 1936, when it averaged 41.3 cents a pound. With minor 
interruptions the decline continued until cellophane sold for an average 
price of 38 cents a pound in 1940. Inflation accompanying the second 
world war reversed the trend. With few exceptions cellophane prices 
moved upward until 1950, when they averaged 49 cents a pound.” But 
despite the reductions moistureproof cellophane (300 MST-51, the 
principal type) sold at from two to seven times the price of 25# bleached 
glassine and from two to four and a half times the price of 30¢ waxed 
paper, its most important rivals.” 


Du Pont’s Independent Pricing Policy 


On its face du Pont’s pricing policy was consistent with that of a 
monopolist. Other evidence supports this conclusion. Had cellophane’s 
major rival wrapping materials competed with it effectively (i.e., had 
the cross elasticity of demand between cellophane and other wrappers 
been high), the prices of such wrapping materials would have moved 
concurrently to prevent, as Chamberlin says, “incursions by one seller, 
through a price cut, upon the markets of others.”*® In fact, however, 
while du Pont was “broadening its market” by reducing cellophane 
prices, the prices of other wrappers did not follow a similar pattern. 
Bleached glassine prices were constant from 1924 until 1933 and again 
from 1934 to 1938. They rose in 1939 and again in 1940. Waxed paper 
prices fluctuated between .5 cent and .52 cent per thousand square 
inches from 1933 through 1939 and in 1940 increased to .62 cent. 
Vegetable parchment prices declined from 1.3 cents to 1.0 cent per 
thousand square inches between 1924 and 1928 and thereafter fluctu- 
ated between .95 cent and 1.05 cents. Bleached greaseproof prices rose 
from .45 cent per thousand square inches in 1933 to about .55 cent in 


T. 6278-79. 

“Table of annual average prices from 1924 to 1950, United States v. E. 1. du Pont de 
Nemours & Co., 118 F. Supp. 41, 82 (D. Del. 1953). 

” Defendant’s Brief on the Facts and the Law, Appendix A (graph based on prices per 
1,000 sq. in.), United States v. E. 1. du Pont de Nemours & Co., 118 F. Supp. 41 (D. Del. 
1953). 

*” Chamberlin, Monopolistic Competition, p. 90. 
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1940.** But du Pont’s cellulose acetate film dropped in price from 
59.3 cents a pound in 1935 to 53.6 cents in 1940,’” and aluminum foil 
prices dropped from 2.45 cents to 1.65 cents per thousand square inches 
between 1928 and 1940. The prices of these rival products and of cello- 
phane followed the same trend, but cellophane and cellulose acetate 
film sold for substantially more than aluminum foil; and it seems likely 
that the cross elasticity of demand between the cellulose films and 
aluminum foil is even less than between them and the other products 
compared. 

Under inflation wrapping material prices have increased since 1940, 
but not similarly. Average cellophane prices increased by about 20 
per cent between 1940 and 1949, but the prices of most other wrappers 
increased more rapidly: vegetable parchment, about 40 per cent; 
bleached glassine, 40 per cent; cellulose acetate, 50 per cent; waxed 
paper, 75 per cent; and bleached greaseproof, 80 per cent. The only two 
wrappers to increase less in price than cellophane were Pliofilm, 13 per 
cent, and aluminum foil, 9 per cent.’°* These price patterns indicate that 
cellophane continued to decrease in price relative to most other wrap- 
ping materials. 

The above facts demonstrating cellophane’s independence of other 
wrapping material prices strongly suggest that du Pont was not 
selling cellophane in an effectively competitive market. Either cello- 
phane’s rival products were not close enough substitutes to feel the 
effect of cellophane price decreases (i.e., the cross elasticity of demand 
between cellophane and these products was low) or they were already 
selling at cost and could not prevent cellophane’s invasion of their 
markets. In either event they did not constitute sufficiently close 
substitutes to insure effective competion. 

Although du Pont lowered its cellophane prices from time to time 
as it re-examined its demand and cost functions, at no time did it 
compete with its most popular rivals on a price basis. As H. O. Ladd, 
director of du Pont’s trade analysis division, put it: 


The main competitive materials . . . against which Cellophane competes 
are waxed paper, glassine, greaseproof and vegetable parchment paper, all 
of which are lower in price than Cellophane. We do not meet this price 
competition. Rather, we compete with these materials on the basis of 
establishing the value of our own as a factor in better packaging and 
cheaper distribution costs and classify as our logical markets those fields 


*“ DX 994-A. These price comparisons, like those for 1949 in Table I, rest on data 
collected for du Pont by Robert Heller & Associates and are based on the prices of one 
principal standard material of each type named. 

™ GX 490, p. 6507; GX 495, p. 6665. 

DX 994-A. 
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where the properties of Cellophane in relationship to its price can do a 
better job for the user.** 


But while du Pont resorted to aggressive selling, emphasizing the 
superiority of its product and extending its services,*°”° the evidence 
does not indicate that at any time it carried quality competition so far 
as to equalize average cost and selling price. Price differences no doubt 
reflected at the margin the customers’ evaluation of differences in qual- 
ity, but the record does not indicate that they reflected differences in 
cost. If they had, with as many firms as are selling flexible wrapping 
materials, monopoly profits would have disappeared and the market 
would have become effectively competitive. Let us turn then to du 
Pont’s earning record. 


III. Has Du Pont Earned Monopoly Profits? 


As du Pont reduced cellophane prices, output and sales expanded 
rapidly. In 1924 du Pont produced only 361,000 pounds of cellophane 
and sold $1,307,000 worth. A decade later it produced 39,358,000 
pounds and sold $18,818,000 worth. In 1940 when cellophane sold at 
38 cents a pound, its all-time low, du Pont produced 81,677,000 pounds 
and sold $31,049,000 worth.*** Such increases in output and sales had 
called for a continuous expansion in investment. In 1925 du Pont’s 
fixed and working capital in producing cellophane was $2,122,00. In 
1934 it was $24,008,000 and a decade later $41,133,000 (see Table III). 

Du Pont’s production and pricing policies paid off. In 1925 it earned, 
before taxes (operating earnings) ,*°’ $779,000 on its cellophane operat- 


™ GX 589, p. 7530. 


** Du Pont showed great ingenuity and aggression in developing new uses for cellophane 
and expanding old ones. R. R. Smith, assistant director of sales of du Pont’s film depart- 
ment, testified that in 1934, when white bread regularly sold for 10 cents a loaf and its 
profit margin was small, he and other salesmen actually created the specialty breads in- 
dustry—new varieties of bread which could be sold at a price large enough to cover 
the higher cost of wrapping them in cellophane. T. 5704-5. In 1936 Smith studied the 
sales methods of door-to-door bakery salesmen and du Pont made a sales training 
film “which had nothing to do with packaging” (T. 5721) but showed the way to higher 
profits even when using cellophane. “The promotion was extremely successful.” T. 5705. 
In 1951 du Pont had about 45 per cent of the variety bread-wrapping business. T. 5721. 


See comparisons of du Pont and Sylvania production and sales, 1924-1950, United 
States v. E. I. du Pont de Nemours & Co., 118 F. Supp. at 116, 123 (D. Del. 1953). 


™ Du Pont computes operating earnings for each operating division by deducting all 
of the expenses directly related to its operations from its sales. Among these expenses are 
production, selling, administration, and research expenditures conducted within and for the 
particular division. Du Pont calculates its rate of operating earnings on the basis of 
its working and fixed investment allocated to its cellophane operations. 

Net cellophane earnings are calculated by allowing for federal income taxes, capital stock 
tax, franchise, state income, and foreign taxes, “B” bonus, and fundamental research by 
the chemicals department. Federal income and other taxes constituted the great bulk of 
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ing investment. In 1934 it earned $6,000,000 and in 1940, $12,000,000. 
Although its annual rate of earnings before taxes declined somewhat 
from a high of 62.4 per cent in 1928, in only two years between 1923 
and 1950 inclusive did the rate fall below 20 per cent (see Table III). 

Du Pont’s cellophane pricing policy is consistent with the economists’ 
assumption that a rational monopolist aims to maximize profits. This 
did not always call for a price reduction. In 1947 du Pont earned only 
19.1 per cent before taxes and only 11.2 per cent after taxes on its 
cellophane investment***—the postwar low. Raising the average price of 
cellophane from 41.9 cents a pound in 1947 to 46 cents a pound in 
1948 paid off. By May 1948 du Pont’s operative earnings had increased 
to 31 per cent. At that time its division manager announced that “if 
operative earnings of 31 per cent is [sic] considered inadequate, then 
an upward revision in prices will be necessary to improve the return.””°° 
He suggested a schedule of prices which would increase operative 


these deductions: 90 per cent as early as 1935 (GX 490, p. 6506) and during the second 
world war practically all, when the company was paying large excess profits taxes. Con- 
sequently, cellophane operating earnings may be thought of as primarily representing 
earnings on total cellophane investment before taxes, and cellophane net earnings as 
earnings after taxes. 

The problem of empirically determining profit rates is subject to many pitfalls. How- 
ever, the procedure used by du Pont to determine cellophane earnings is subject to fewer 
criticisms than are usually encountered in profit estimates. It is true that earnings may be 
understated somewhat because of expenditures not directly related to cellophane manufac- 
ture and sale as noted above. On the other hand, some might argue that actual earnings 
are overstated in some years and understated in others because operating investment is . 
necessarily based in part on historical rather than replacement costs. This error is reduced 
by the fact that du Pont has increased its capacity periodically by substantial amounts, so 
that of its historical costs a substantial portion is always recent history. However, some 
of the most frequent and important shortcomings of profit estimates are not involved 
in our calculations; operating investment does not include assets capitalized in expecta- 
tion of excess profits, nor has overcapacity broadened the investment base. Probably the 
most convincing argument as to the credibility of these earnings is that du Pont has no 
reason to delude itself as to what it is earning in making cellophane. The investment 
base which du Pont uses to calculate its rates of operating and net earnings is its estimate of 
the actual total investment involved in its cellophane operations. Such an investment 
base is considerably larger than that used by the Federal Trade Commission in its 
study, Rates of Return (after Taxes) for 516 Identical Companies in 25 Selected Manu- 
facturing Industries, 1940, 1947-52 (Washington, D.C., 1954), which uses stockholders’ 
investment as its base. If this base were used in calculating rates of cellophane earnings they 
would undoubtedly be greater for all years. For example, in 1935, the year before 
Du Pont Cellophane was consolidated with du Pont, the latter’s equity in Du Pont 
Cellophane was only $9,696,000. GX 490, p. 6504. If this were used as a base upon 
which to calculate du Pont’s rate of earn’ngs in that year, instead of that actually used 
in Table III, its rate of operating earnings would be about 60 per cent instead of 24.6 
per cent. 

** One reason for the relatively low earnings in 1947 was du Pont’s inability to put 
its new capacity at Clinton, Iowa into production as early as predicted. DX 372. 

” GX 591, p. 7539. 


III.—Dv Pont’s OPERATING INVESTMENT, OPERATING EARNINGS, 
AND Net EARNINGS ON CELLOPHANE, 1925-1950* 


Operating Operating Net 

Year Investment Earnings Earni ms Earnings Earni 
1924 $ 2,000 
1925 2,122» $ 779 36.7» $ 30.6 
1926 2,482 1,447 58.3 1,191 48.0 
1927 2,464 1,104 44.8 9064 36.8 
1928 2,559 1,597 62.4 1,318¢ 51.5 
1929 5,099 2,845! 55.8! 2,645! 51.9 
1930 11,178 4,460« 39 4,273« 38.2 
1931 18,163 5,431 29.9% 5,196 28.6 
1932 21,600 3,888! 18.0! 3,882! 17.9 
1933 23,277 4,958) 21.33 4,800) 20.6 
1934 24,008 5,978! 24.9% 4,325! 18.0 
1935 24,598 6,051* 24.6% 4,934 20.1 
1936 26 ,262™ 7,642™ 29. 1m 6,119 23.3™ 
1937 27 , 284° 6,876 25.2" 5,293 19.45 
1938 30,655* 8,430" 27.5 6,867 22.4 
1939 31,837 11,833 36.8 9,137 28.7 
1940 33,737 12,179 36.1 6,882 20.4 
1941 40,995 16,234 39.6 6,231 15.2 
1942 43 ,482 11,5669 26.6 3,652 8.4 
1943 42,449 14,263 33.6 3,821 9.0 
1944 41,133 13,903 33.8 3,990 9.7 
1945 40,431 13 ,868 34.3 5,620 13.9 
1946 41,495 12,241" 29.5 6,929 16.7 
1947 53,424 10,204 19.1 5,983 11.2 
1948 64,800" 17, 600° 27.2 n.a. na. 
1949 n.a. na. 35.2% n.a. n.a 
1950 67,532 30, 592* 45.3¢* 13,506 20.0¢ 

Average Rate of Return........... 34.4 24.2 


* For definition of operating investment, operating earnings, and net earnings see footnote 
107. Before 1937, investment and earnings figures include cellulose caps and bands, cellulose 
acetate, and adhesives, for some years. On the whole this inclusion decreases the rate of re- 
turn figures for cellophane slightly, since some of these items were actually sold at a loss at 
times. The net effect is insignificant, however, since they represent such a small proportion 
of total earnings and investment—less than 5 per cent in 1935. GX 490, p. 6507. 


* Derived from relevant colurnns * GX 490, p. 6503 

> 1925-1928, GX 483, pp. 6409, 6410 ' GX 489, p. 6493 

° GX 481, p. 6375 m GX 384, p. 969 

4 GX 482, p. 6396 ® 1937-1947, GX 591, p. 7539 

© GX 483, p. 6418 ° GX 492, p. 6571 

f GX 484, pp. 6431, 6433 P 1938-1941, GX 495-A, p. 6716 
« GX 485, pp. 6441, 6443 @ 1942-1945, GX 499, p. 6839 

b GX 486, pp. 6453, 6455 * 1946-1947, GX 501, p. 690 

! GX 487, pp. 6464, 6466 * GX 577, p. 7323 


i GX 488, pp. 6479, 6481 

* GX 573 (1), p. 8. Exhibit impounded by court, cited in government’s Proposed Findings 
of Fact, p. 48, and Brief for the United States, pp. 144, 145, United States v. E. I. du Pont de 
Nemours & Company, 118 F.Supp. 41 (D.Del. 1953) 

Sources: The exhibits referred to are annual profit and loss statements of Du Pont Cello- 
phane Company or the cellophane division of E. I. du Pont de Nemours & Company. 
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earnings to about 40 per cent.”° This was not put into effect until 
August 1948. Operative earnings for 1948 averaged only 27.2 per cent; 
but by 1949 they had increased to 35.2 per cent and by 1950 to 45.3 
per cent. Operative earnings after taxes yielded 20 per cent on du Pont’s 
investment in 1950. 

Du Pont’s pricing policy in the postwar inflation is also consistent 
with the theory of monopolistic behavior, but the record indicates that 
profit maximization was not the sole factor affecting price decisions. 
The division manager in suggesting price increases called attention to 
other relevant factors: 

2. What effect, if any, will a price increase have on our case when it is 
heard before the Federal Judge? I have not covered this with our Legal 
Department but in view of the position they took last July and August, 
prior to the October increase, I am inclined to think they should be 
brought in for a discussion on this matter. 

3. The du Pont Company may get some undesirable publicity from the 
press. A price increase on Cellophane could be looked upon as added fuel 
to the present recent spurt in the inflationary spiral and add to the pres- 
ent pressure for an increase in wages. This question is currently a live 
one at several of our Cellophane plants. Probably it would be in order 
to discuss this with Mr. Brayman.*** 


After considering these questions du Pont executives decided on the 
price increase.** 

Cellophane’s earnings record offers persuasive if not convincing 
evidence that du Pont has had monopoly power in selling cellophane. A 
comparison of du Pont’s earnings from cellophane with its earnings 
from rayon lends force to this conclusion.** Despite the dissimilarity of 
the end products, several factors justify the comparison. Cellophane and 
rayon stem from the same basic raw materials. Both are radical in- 
novations. Both were initially manufactured under noncompetitive 
conditions and both enjoyed substantial tariff protection. The same 


Ibid., p. 7540. 

™ Loc. cit. Mr. Brayman was the director of du Pont’s public relations department. 

™ In considering the probable effect of a price increase on cellophane earnings, the divi- 
sion manager stated the matter as follows: “Can we sell the capacity output of our 
plants? . . . The District Managers are divided in their opinion, . . . However, the ma- 
jority of the District Managers, the Director and Assistant Director of Sales are of the 
opinion, barring a recession, the tonnage can be sold.” Jbid., p. 7539. Although this reason- 
ing is consistent with that of a monopolist interested in maximizing profits, Judge Leahy 
cited it as evidence that du Pont did not have the power to raise prices arbitrarily. United 
States v. E. 1. du Pont de Nemours & Co., 118 F. Supp. 41, 179 (D. Del. 1953). 


™ Data are not available to compare du Pont’s earnings from cellophane with the 
earnings of producers of other wrapping materials These are without exception diversified 
firms producing a variety of products. However, the record discloses that in every year 
from 1935 through 1942 du Pont failed to cover costs in selling cellulose acetate film, 
which it sold in competition with two other concerns (GX 490 through GX 497). 
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business management produced both products. The French Comptoir 
shared in the management of both Du Pont Cellophane and Du Pont 
Rayon until 1929. Yerkes, president of Du Pont Cellophane, was also 
president of Du Pont Rayon. Presumably du Pont in controlling 
business policy for both companies was actuated by similar business 
motives.*** Both products have had several reasonably close sub- 
stitutes. The production and consumption of both increased phenome- 
nally.** Cellophane and rayon have been similarly characterized by 
rapidly developing technology, rapid reduction in costs, and rapid 
decline in prices.** The chief difference in the manufacture and sale 
of the two products significant to the course of profits apparently lies 
in the structure of the rayon and cellophane industries. Although rayon 
manufacture began in this country as a monopoly, rival firms came into 
the industry promptly. American Viscose Corporation began as the 
sole domestic producer of rayon shortly before the first world war and 
du Pont followed in 1920. By 1930 these concerns had eighteen rivals. 
As late as 1949 fifteen firms occupied the field. Although the four largest 
firms in recent years have usually accounted for about 70 per cent of 
the total output and although most of the firms have generally followed a 
price leader, Markham from his painstaking and exhaustive study 
concludes that freedom of entry and the pressure of substitute products 
have made the rayon industry workably or effectively competitive.’ 
The course of both du Pont’s and the industry’s rate of earnings 
supports this conclusion (see Table IV). Federal Trade Commission 
data reveal that in 1920, when du Pont first produced rayon, American 
Viscose Corporation, until then the country’s sole producer, realized 
64.2 per cent on its investment.*** Although du Pont showed a loss in 


™ The district court found: “Same individuals were the principal du Pont executives 
in du Pont Rayon Co. and du Pont Cellophane Co. Same policies of improving quality, 
lowering cost of production, and reducing unit price to gain greater volume of sales were 
followed as to both companies”; and that du Pont’s “price policy for rayon was the same 
as for cellophane.” 118 F. Supp. at 86. 

* United States consumption of rayon increased by about 320,000,000 pounds between 
1920 and 1938. Jesse W. Markham, Competition in the Rayon Industry (Cambridge, Mass., 
1952), p. 230. Cellophane consumption grew by about 80,000,000 pounds between 1924 
and 1938. DX 600, p. 1216. 

“* Rayon prices dropped from $6.00 a pound on February 1, 1920 to $0.51 a pound on 
July 29, 1938. Federal Trade Commission, Investments, Profits, and Rates of Return for 
Selected Industries (a special report prepared for the Temporary National Economic Com- 
mittee, 76th Cong., 3d Sess.), 1941, p. 17985. Cellophane prices dropped from $2.51 in 
1924 to $0.42 in 1938. DX 336, p. 642. 

™ Markham, op. cit., pp. 181, 206, 208. 

™ Federal Trade Commission, op. cit. supra note 116, p. 17644. In this report the Com- 
mission’s method of estimating rates of earnings on the basis of total investment is apparently 
similar to du Pont’s method of calculating its operating earnings for its various divisions. See 
note 107 supra. 
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Tasie [V.—INVESTMENT OF PRINCIPAL COMPANIES IN Rayon, INVESTMENT OF Du Pont IN 
Rayon, INveEsTMENT OF Du Pont IN CELLOPHANE, AND ANNUAL RATE OF RETURN 
Brrore Taxes ON THESE INVESTMENTS, 1920-1938 


, Average DuPont’s | Du Pont’s 
Du Pont’s Rate of Rate of Rate of 
of Principal Rayon phane Return of | Return on | Return on 
Year Risen Rayon | Cellophane 
Companies ment Fone: or Investment | Investment 
(millions of dollars) (per cent) (per cent) (per cent) 
1920 $ 40.7 64.2 
1921 51.2 $ 2.9 42.0 (—2.1) 
1922 66.0 4.0 50.1 34.1 
1923 89.1 6.3 43.2 38.9 
1924 110.6 8.9 26.7 27.9 
1925 141.7 14.0 $ 2.1 30.6 34.2 36.7 
1926 159.3 20.2 2.5 20.1 15.2 58.3 
1927 166.7 24.4 2.7 25.8 27.0 44.8 
1928 199.1 29.6 2.6 24.5 26.6 62.4 
1929 228.0 38.4 5.1 18.1 19.0 55.8 
1930 244.6 41.1. 11.2 5.0 (—0.9) 39.9 
1931 234.5 37.0 18.2 3.4 4.5 29.9 
1932 223.2 33.5 21.6 1.5 1,2 18.0 
1933 238.3 32.4 23.3 12.2 12.7 21.3 
1934 249.9 38.7 24.0 6.9 8.6 24.9 
1935 255.4 46.0 24.6 6.7 5.3 24.6 
1936 267.0 50.0 26.3 11.5 11.0 29.1 
1937 281.3 54.6 27.3 12.1 13.1 25.2 
1938 296.6 61.7 30.7 2.5 4.2 27.5 
Average Rate of Return.................. 21.4 15.6 35.6 


Sources: Rayon investment and earnings, Federal Trade Commission, Investments, Profits, 
and Rates of Return for Selected Industries (a special report for the Temporary 
National Economic Committee, 76th Cong., 3d Sess.), 1941, pp. 17988, 17990, 17998. Cello- 
phane investment and earnings based on Table III. Comparable data on total rayon invest- 
ment and earnings are not available beyond 1938. 


1921, its rate of earnings rose to 38.9 per cent by 1923. Thereafter its 
rate of earnings and those of the industry declined until by 1929 they 
had fallen to 19.0 and 18.1 per cent, respectively. When six more firms 
entered the industry in 1930, average industry earnings fell to 5.0 
per cent and du Pont suffered a loss of 0.9 per cent. During the follow- 
ing eight years du Pont averaged only 7.5 per cent on its rayon invest- 
ment, and the industry as a whole put in a similar performance. 
In striking contrast, du Pont with only a single rival in producing 
cellophane (and that rival’s output closely geared to du Pont’s) earned 
less than 20 per cent on its cellophane investment in only one depression 
year. From the beginning of the depression in 1929 through the succeed- 


™ Markham, oP. cit., p. 47. 
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ing recovery and the 1938 recession du Pont averaged 29.6 per cent 
before taxes on its cellophane investment. On its rayon investment it 
averaged only 6.3 per cent. 


IV. Conclusions 


Apparently the cellophane market does not conform to the Chamber- 
linian model in which substitutes are so close that no producer may 
long enjoy monopoly returns—a “sort of :deal” equilibrium adjustment 
with the demand curve tangent to the cost curve at some point above 
lowest average cost. It does not conform to Clark’s model of workable 
competition wherein rival products and potential competition reduce 
the slope of the demand curve, or to Robertson’s model wherein sub- 
stitutes are so close as to result in a competitive price. Rather, cello- 
phane is so differentiated from other flexible wrapping materials that its 
cross elasticity of demand gives du Pont significant and continuing 
monopoly power. 

Du Pont has used its power with foresight and wisdom. It has 
apparently recognized that it could increase its earnings by decreasing 
its costs and prices, by educating its potential customers to the benefits 
of wrapping their products in cellophane, by improving machinery for 
packaging, by helping converters and packagers solve their technical 
problems. It has built a better mousetrap and taught people how to 
use it. 

But du Pont has not surrendered its monopoly power. Its strategy, 
cellophane’s distinctive qualities, and the course of its prices and earn- 
ings indicate this. Du Pont’s strategy was designed to protect a mon- 
opoly in the sale of a product it regarded as unique, and its pricing 
policies reflected the judgment of its executives on how best to maxi- 
mize earnings. We think its earnings illustrate Knight’s distinction 
between justifiable profits to the innovator and unjustifiable monopoly 
gains. They have been “too large” and have lasted “too long.” 


THE TAXONOMIC APPROACH TO THE STUDY OF 
ECONOMIC POLICIES 


By A. C. L, Day* 


All that is important in the study of economics is essentially con- 
cerned with the study of economic policies. To some degree or another, 
practically all economists are making statements of the form, “if you 
carry out such and such a policy, then you are likely to get these sorts 
of consequences.” The number of economists who are solely concerned 
with completely detached analysis is very small, and even their thoughts 
are likely to be used by their colleagues as the basis of policy judgments. 
That this is so is probably quite right; there would be little justification 
either for the present number of economists or for the degree of respect 
with which they are regarded by the people who actually have to make 
decisions, unless they could provide fairly clear analysis and informa- 
tion upon which decisions could be based. 

In these circumstances, it is important that economists should be 
clear about the nature of their statements on economic policy, the 
position of such statements in the study of economics as a whole, : nd 
about the best techniques for organizing the information that these 
statements can give. The purpose of this paper is to look into this 
question, with particular regard to the taxonomic, or classificatory, 
approach, which has been severely criticized in two powerful articles,” 
both of which were written as reviews of studies of economic policy 
which used that approach. The argument of this paper will be that the 
study of economic policy, by its nature, demands a use of the taxonomic 
approach, and indeed an extension of its use beyond its present 
employment.*? That there are clear dangers in the use of taxonomy 

* The author is lecturer at the London School of Economics and Political Science, tem- 
porarily on leave to serve as an economic adviser at Her Majesty’s Treasury. This article 
was completed before he took up the government appointment. He acknowledges indebted- 


ness to R. F, G. Alford, G. Morton, A. T. Peacock, A. W. Phillips and R. Turvey for 
criticisms and comments on an earlier draft of this paper. 


*Milton Friedman, “Lange on Price Flexibility and Employment,” Am. Econ. Rev., 
Sept. 1946, XXXVI, 613-631. Reprinted in Essays in Positivist Economics (Chicago, 1953), 
pp. 277-300. H. G. Johnson, “The Taxonomic Approach to Economic Policy,” Econ. Jour., 
Dec. 1951, LXI, 812-32. 

It should be emphasized that this paper is not intended to express differences with Fried- 
man’s “positivist” approach as expounded in the first of the Essays; with the fundamentals 
of that argument I am in agreement. 

*In, for example, J. E. Meade, The Theory of Economic Policy, Vol. I, The Balance of 
Payments (London, 1951), and Jan Tinbergen, On the Theory of Economic Policy (Am- 
sterdam, 1952). 
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is apparent, and there can be no doubt that recent work has not 
avoided them all; some of them will be considered later in this 
paper. Moreover, simply because of the extreme complexity and change- 
ability of the economic system, a reasonably satisfactory theory of 
economic policy must be a very considerable undertaking, which can 
never be complete and will never satisfy everybody. No doubt the best 
method of procedure in making up such a body of theory is to fill in, 
in detail, the parts of the system which seem to be of most significance 
or practical value, while being clear about where that part of the theory 
fits into the whole. 

The view of the opponents of the taxonomic approach is that “if 
economic theory is to be applied to problems of economic policy, this 
can most usefully be done within the context of a particular problem 
occurring within a particular environment. Only so will full justice be 
done to the complexities of policy problems, and adequate attention paid 
to the necessity of economic measurement.””* Friedman is less directly 
concerned with policy and more with analysis, but his peroration follows 
essentially the same line. “A far better way [than the taxonomic 
approach] is to try to devise theoretical generalizations to fit as full 
and comprehensive a set of related facts about the real world as it is 
possible to get.”* Both writers regard it as the function of economics 
to look at the available facts about a particular situation, to devise 
theoretical generalizations from those facts, and to test and use those 
generalizations by forecasting from them. This position is more clearly 
expressed in Friedman’s article than in Johnson’s, largely because the 
former develops his case on taxonomy at much greater length than the 
latter. Although the final position adopted by both writers is broadly the 
same, the issue is somewhat confused by the fact that the main body of 
Johnson’s article does not appear to be attacking taxonomy as such, 
but inappropriate taxonomy (for example, Meade’s failure to consider 
the influence of the terms of trade on expenditure).° This contradiction 
may not in fact be as sharp as it can appear to be; it can be argued 


* Johnson, of. cit., p. 828. 

* Op. cit., p. 631. 

* Much of Friedman’s opposition is also directed more against misuse of the taxonomic 
approach than against the approach as such. With his attack on the creation of systems 
that cannot be empirically verified, there can be no basic disagreement. This, however, is by 
no means the whole of Friedman’s position; the disagreement of this paper is with the view 
that the taxonomic approach cannot be a useful tool of analysis, which is an interpreta- 
tion that can reasonably be made of Friedman’s position. For Friedman, the taxonomic 
approach inevitably involves the use of illogical devices and specious reasoning; the sub- 
stance of the position represented by this paper is that such dangers are always present in 
economic theory, that they are shown up particularly clearly by the taxonomic approach, 
that they should always be avoided if economic theory is to be useful, and that useful 
economic theory must frequently be explicitly taxonomic. 


66 THE AMERICAN ECONOMIC REVIEW 


with force, as Johnson does, that the taxonomic approach necessarily 
involves a risk of such shortcomings. Nevertheless, there is a shift 
of emphasis in the last two pages of Johnson’s article, and both in order 
to avoid the confusions that this can cause, and because Friedman 
develops his thesis in more detail, the main burden of the disagreement 
in this paper will be directed against Friedman. 

The method to which both authors are opposed involves the setting 
up of a system of different possible kinds of interrelationships between 
various economic factors—the setting up of a system of different 
possible worlds. For Friedman and Johnson, our theories and our analy- 
sis of policies should be firmly rooted in the facts as they are known 
at a particular time.° 

It is convenient at this stage to distinguish two different kinds of 
taxonomy; formally, one is a particular case of the other, but for the 
questions on hand the distinction needs to be made. On the one hand, 
there is taxonomy which consists of the classification, in the form 
yes/no, of the answers to a series of questions about whether there is 
a direct relationship between two magnitudes which we must take into 
account in considering a particular economic system.’ The other form 
of taxonomy considers the different numerical values that can be used 
to describe such relationships. This second type involves more detailed 
knowledge; in addition to saying a relationship cannot be regarded as 
zero, an attempt is made to say more precisely what it is, in quantitative 
terms. The taxonomic method, fully employed, makes use of both of 
these kinds of classification. It considers the differing logical con- 
sequences when one considers a certain relationship present from those 
existing if it be assumed absent; and in addition it classifies the different 
sets of consequences arising from different strengths of the relevant 
relationships. 

The antitaxonomic position expressed in Friedman’s article is largely 
based upon what seems at first sight to be an attractive analogy drawn 
from the physical sciences. It would be possible, he argues, for 
astronomers to explore an infinite number of interrelations between a 
variable number of planets, each of which could be of any size or 
density. They could imagine up an infinite number of theoretical 
systems, whereas in fact there is only the one real universe. Therefore, 
Friedman argues, astronomers derive hypotheses from this one set of 


* This point is clearly related to the well-known cifferences between the National Bureau 
and the Cowles Commission approaches. This difference does not seem to be the core of 
the issue under discussion here, however; in the Universities-National Bureau Conference 
on Business Cycles (New York, 1951), p. 114, Friedman takes a judicially conciliatory 
position between the two extreme views. 

* These statements are essentially of the form of the “truth tables” of logical theory, and 
are also the basic principles of botanical taxonomy. 
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observed facts,* test them, and use, reject, or extend them as appears to " 
be justified. This nontaxonomic approach, moving back and forth 
directly between the observed universe and theory, is the one which 
Friedman recommends should be used by economists. 

Unfortunately, here is one of those cases where analogies from the 
physical sciences can be misleading for the social sciences. The physical 
scientist can take it as reasonably certain for most of ais problems that 
he is in the same world today as he was yesterday. Once he has deter- 
mined the acceleration due to gravity or the specific gravity of mercury, 
he can rely on their constancy for all time. (He cannot, of course, prove 
that they will remain constant). The economist, even if he can ascertain 
the numerical value of a structural relationship (and that may be 
difficult enough because of the familiar problem that he cannot isolate 
bits of the world in a test tube), cannot rely on its remaining constant. 
Physicists would have to be more taxonomic if they could neither be 
confident about ascertaining the acceleration due to gravity, nor be 
sure that it would remain constant. As far as the economist is concerned, 
there is a large number of possible worlds. By the time he has decided 
what sort of a world he is in, and then has developed a theory to 
describe it, the world he is describing is likely to have changed.° 

This is not a difficulty that can be attributed solely to shortcomings 
in economic science. It is a consequence of the fact that the activity we 
describe as “economic” is intimately linked with the rest of social 
life. It is impossible to isolate economic activity from the rest of human 
activity in such a way that the influences of the latter on economic 
activity will be simple and predictable. Economics cannot be autono- 
mous, because we cannot be sure what economic world we shal! be in 
next year, even if we are fairly sure that we can describe today’s. In 
particular, technological and political change can have strong effects 
on economic parameters. Studies of economic phenomena must in- 
evitably be “open-ended” from the point of view of the economist; 
any attempt to draw up a complete system showing the loops of causa- 


*It is not my purpose here to follow up the criticisms that can be made, on the basis 
of Popper’s work, of Friedman’s theory of sciestific inference in the natural sciences. On 
the criticism of the validity of the inductive method in the natural sciences, and the 
arguments for the hypothetico-deductive method, see J. O. Wisdom, Foundations of Infer- 
ence in Natural Science (London, 1952). It should be noted in this respect that the initial 
essay in Essays in Positive Economics shows considerable differences in Friedman’s position 
compared with his earlier paper which is under discussion here. 

* Awareness of these facts does not imply that we must abandon the Galilean mechanics 
of the world of mathematical models; it means that we must accept the limitations of a 
system which does not necessarily include any absolutely reliable “physical constants.” Of 
course, this should not be taken as implying that it is wise to swing to the other extreme; 
“all is flux” is not a suitable guiding rule for the economic theorist, because it leads to an 
acceptance of the impossibility of any theory. 
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tion relevant to economic affairs must include sections of the circuit 
which pass into fields which cannot be the direct concern of the econ- 
omist, such as the fields of politics and sociology. 

The intimate linkage between economics and politics provides a 
strong reason why the number of possible worlds facing the economist is 
multiple. Many aims of policy seem, or at least may seem, possible to 
the politician; the economist must take these aims into account as a 
part of his system and therefore has to consider many different possible 
systems. As has been pointed out before, the analogy with economics on 
the side of the “true” sciences should not be physics so much as engi- 
neering. The engineer frequently makes use of taxonomy, implicitly or 
explicitly; his recommendations vary in accordance with the surround- 
ing conditions of his project, and in accordance with what he is asked 
to do.*® On the other hand, he has the advantage that he usually knows 
his parameters and can frequently work with quite large margins of 
tolerance. 

The differences between economics and physics, then, are manifold. 
Even if economists were sure what the relevant relationships are, they 
could not verify their magnitudes with any great accuracy; even if 
their magnitudes could be verified, it could not be relied upon for 
practical purposes that they would not change; and even if the struc- 
turai magnitudes did not change, the aims of policy would. It should 
be apparent enough why economists, if they are to make statements 
about policies, must be taxonomic and allow for a wide range of 
possibilities. 

The method of the physical sciences has been described as one of 
movement directly back and forth between reality and theory. This can 
be accepted as an approximate description of scientific method in the 
natural sciences, even if the inductive method is not regarded as a 
description of the process by which those sciences are developed, and 
if it is considered that the valid description is the hypothetico-deductive 
method, in which the starting point is not reality, but a mental frame- 
work into which one’s observations of reality are fitted with a greater 
or less degree of success, the framework being modified in accordance 
with its degree of success. In the physical sciences, the problems are 
simple enough, identifiable enough, and permanent enough to be 
developed in this way, by direct movement between hypothesis and 
observation. 


*It is a commonplace in engineering textbooks to employ taxonomy in the form of 
graphs or tables showing the different numerical values of one variable that will be associ- 
ated with differing sets of values of other variables. The same techniques are frequently 
used in the recommendations of practising engineers, often in statements of facts which are 
closely akin to those studied by economists: for example, considering the various possible 
costs, under varying assumptions, of various processes and techniques. 
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In the case of economics, however, the use of this simple method 
of moving directly back and forth between reality and theory is likely 
to be less profitable. It is by no means useless. Immediate testing, by 
appeal to a fairly broad glance at reality, can show the plausibility of 
very general hypotheses, such as Keynes’ view that part but not the 
whole of an increase in real income will be spent. Moreover, the re- 
finement of econometric techniques may, in time, make direct move- 
ment back and forth between reality and theory the normal method of 
developing quite refined hypotheses in economics; for example, by 
giving exact numerical descriptions of the consumption function. 
Generally speaking, however, such techniques have not yet been 
developed very far, and it seems very doubtful whether they can ever 
give anything like a full description of anything like all possible (as 
opposed to conceivable) worlds. 

The dilemma facing the economist when he has to make statements 
on economic policy is that while he must remain ignorant about the 
full details of all the possible and relevant economic worlds, decisions 
about economic policy still have to be taken, and he, as an economist, 
will be expected to give his opinion about such decisions.** Two dangers 


The nearest correlate of economics in the physical sciences in this respect is probably 
meteorology. (On this, see G. Morton, pp. 272 et seq., in Faster than Thought, edited by 
Bowden, [London, 1953].) Rapid judgments have to be made about changing, and in 
detail quasi-unique, situations. On the other hand, meteorological data can be collected 
quite quickly in relation to the length of the forecast period, and the basic physical laws 
are constant. An interesting comparison between meteorology and economics from the point 
of view of a professional meteorologist is found in O. G. Sutton, Mathematics in Action 
(London, 1954), p. 196. “This intricate nature of the meteorological problem is perhaps 
better realised by a comparison, not with astronomy, but with economics. Both subjects 
deal fundamentally with problems of energy transformations and distributions—in eco- 
nomics, labour produces goods and other forms of wealth and meteorology traces the 
distribution of energy from the sun. Both systems are affected by complicated and seemingly 
capricious external influences. Economics has to reckon with man in his infinite variety, 
meteorology with effects arising from the irregular character of the surface of the earth and 
the uneven distribution of water vapour in the atmosphere. We are painfully aware that 
there is no universally accepted theory in economics and very little hope of establishing 
such a theory in the present generation. In plain language, economics is too difficult to be 
developed quickly into an exact science, and much of the political strife of today arises 
from the refusal of enthusiasts to admit this simple truth. We may go further than this. 
In problems of economic behaviour variations in human psychology introduce disturbances 
of an apparently irrational (and therefore unpredictable) kind into any planned system, 
and for this reason it is doubtful if a genuine mathematical description of the whole eco- 
nomic field, with the implication of exact prediction is possible. Much the same arguments 
may be applied to meteorology. To bring the weather within the scope of exact mathe- 
matical analysis demands the formation of something approaching a universal theory of 
atmospheric motions. It is only rarely that universal theories appear even in highly devel- 
oped subjects like physics, and research, for the most part, is directed towards the 
exploration of limited fields as they become ripe for exploitation. Quite apart from this 
aspect, however, there arises the possibility (as in economics) of extraneous random influ- 
ences. We do not yet know how far unpredictable elements such as sunspots or bursts of 
cosmic radiation may affect atmospheric motions; if they play a significant part, weather 
is subject to an inherent indeterminacy which makes real long-range forecasting impossible.” 
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face him here. He may drift towards an anti-intellectualist position, by 
regarding economic policy decisions as purely a matter of judgment or 
intuition, about which the theorist acting in a purely intellectual manner 
can be nothing more than usefully platitudinous, sitting as a father- 
figure admonishing greedy children by impressing upon them that they 
cannot have their cake and eat it. The position of judgment and intuition 
in the making of economic policy is extremely important: but this 
attitude unduly narrows the range within which the intellect can 
operate. Alternatively, the economist can continue to use his intellect, 
but apply it directly to the past rather than to the present and future. 
He can analyze a past situation or development in detail, but leave to 
the civil servant or the economic politician the task of deciding how 
relevant the description is to present circumstances. This is perhaps 
what might follow if Friedman’s advice were followed extensively, and 
theoretical generalizations were developed which described as full a 
set of facts about the world as is available. Inevitably, a full enough set 
of facts will only be available about the world that is rapidly receding 
into history. This should not be taken as implying an antihistorical bias. 
Historical analysis must inevitably be a large and useful part of econo- 
mics, but it is by no means all. 

The process of development of economic theory has been, and must 
tend still more to be, a more complicated one than the movement back 
and forth between the real world and hypothesis or theory that char- 
acterizes the physical sciences. The difficulty that immediately arises is 
that many different relationships may conceivably be regarded as im- 
portant in economic analysis, and it is very difficult to check how 
important they are and how serious would be the shortcomings of a 
model as a basis for analysis of real problems if a particular relationship 
were omitted. 

The first stage in which taxonomy can be useful in economics is, 
therefore, at the stage of pure theory: the stage at which hypotheses are 
set up. It is impossible to provide as immediate or as unquestionable 
“verification” of the hypotheses of economic theory as is usually 
possible in the natural sciences.** Only very broadly, and largely on 
the basis of intuition and introspection, can the economist test directly 
whether his hypotheses fit with reality. At this stage, taxonomy can 
organize the assumptions of different theories. 

Economic analysis must, because of the difficulty of testing, move 
into another stage—that of the consideration of the logical entailments 


“It must be remembered that, strictly speaking, scientific hypotheses are never fully 
“verified”; at best, we can fail to disprove them. Despite this, it is difficult to deny the 
immense difference in the extent to which “verification” is possible in the physical sciences 
compared with the social sciences, 
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that follow from various hypotheses. When the matter is put in this 
way, of course, the description of the methods of the natural sciences 
already outlined appears rather simpliste. The natural scientist also 
goes through this stage of thought, in order more easily to see whether 
the full implications of his hypotheses fit in with his observations of the 
universe. 

It is after this stage that the economist, together with other social 
scientists and to a large extent with the engineers, more openly parts 
company from the pure natural scientists. The multiplicity and 
changeability of possible important relationships in economics, together 
with the immense difficulty involved in verifying any of them, makes 
taxonomy of the second type distinguished earlier a necessary tool in 
the economist’s box. In any of the more complex economic problems, 
there arise doubts about what are the magnitudes of the important re- 
lationships that are involved. In addition, the ever-present uncertain- 
ties about what reactions will occur which are important but basically 
unpredictable; of these reactions, political decisions probably make up 
a large part. 

The purpose of taxonomy at this stage is to organize these possi- 
bilities in as systematic a way as possible. In a way, this may seem 
an unexciting occupation; it possesses neither the intellectual stimulus 
of pure theory nor does it seem to be right down to earth in practical 
facts. All the same, this work, which Meade has described as tool 
setting,’* is essential once the problems become at all complicated. Here, 
then, is the place of taxonomy in economic method; it helps to make 
clear what relationships are being regarded as significant, and how 
they will interact when the relationships are regarded as being of cer- 
tain magnitudes. 

The next stage in the process of economic analysis is the department 
of the applied economist, who receives from the pure theorist, via the 
tool-setter, an organized set of possible interactions of various relation- 
ships which may be important. His task is to look at the real world 
and attempt, as far as possible, to find out what are the actual facts 
about the relationships; to see which relationships do appear to be im- 
portant in a given situation and what are their numerical values. In- 
evitably, he cannot do this work fully. Evidence will be subject to 
differing interpretations. Some evidence will be unobservable. Much 
will be verifiable only within large margins of error: it will be possible 
to eliminate some but by no means all of the rows and columns in the 
matrices of possibility provided by the theory of economic policy. 

This is the stage where purely intellectual tools must fail us. In so 


* Op. cit., p. vii. 
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far as facts on relationships are not fully available, different views can 
still be held on what relationships are important, and about the magni- 
tude of these relationships; there will be several hypotheses or theories, 
or branches of a theory. On the other hand, in so far as applied eco- 
nomics provides reasonably incontrovertible facts, theories can be 
modified or dropped, and the irrelevant categories of possibility can be 
discarded. This failure arises particularly because policy decisions must 
still be made even though the full facts may not be available. Judgment 
and intuition must come to the aid of the intellect; assumptions must 
be made even though the facts are not certain. Here we are very near 
to the werld of the civil servant and the politician; but the economist 
still has his place in helping to make recommendations that cannot be 
justified solely by appeal to intellectual argument and verifiable ex- 
perience. 

It is here, in the field of political economy, that another stream 
enters fully into the pattern, a stream which must influence decisions 
but is alien to the economist qua analyst. This is judgment about what 
are the desirable aims of policy; what are the political desiderata? 
This stream is an essential part of the decision-making process; it lies 
outside the province of the economist as such; on the other hand, it is 
most unlikely to lie outside his whole personality, for the simple reason 
that most economists are to some extent interested in changing (or 
preserving) the world. For these three reasons, it is very necessary that 
when making policy recommendations political economists should dis- 
tinguish as honestly as possible between the normative and the analyti- 
cal element in their judgments. How frequently, for example, has dis- 
cussion on the highest levels of the policies of the Labour governments 
failed to distinguish between criticism of their aims and criticism of 
the methods by which those aims were being pursued? At the same 
time the analytical judgments whch are made by the political econo- 
mist cannot all derive from economic analysis as such. Political econ- 
omy is a branch of political philosophy which involves extensive use 
of judgments made by economists, and which is frequently indulged 
in by people who are also analytical economists. 

Another temptation that must be resisted by the political economist 
is the temptation to discard all analysis, except perhaps the simplest, 
because it cannot provide full or unequivocal answers. This seems to 
be what Jewkes recommends,"* and may well be the practical anti- 
intellectual consequence of the Friedman-Johnson type of attack on 
taxonomy. The taxonomic method, combined with cafeful logical 
analysis and with accurate and sometimes inspired observation of 


* Lloyds Bank Review, Apr. 1953, pp. 18-32. 
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reality, can provide the firm intellectual foundation on which economic 
judgments can be based. Unless it is organized taxonomically, the 
range of possibilities is likely to be so bewildering as to induce de- 
featism, or to lead to unprofitable controversies where disagreements 
about relevance, about logic, and about orders of magnitude are hope- 
lessly confused. Assumptions about the future and about the imponder- 
ables in the present have to be made;*° the only way in which they can 
be organized usefully is by explicit use of taxonomy. 

In fact, it appears that a great deal of the most useful work already 
done in economics has involved a considerable taxonomic element, al- 
though often only implicitly. The way in which matters have often oc- 
curred has been for two possibilities to be allowed, but for one to be 
considered as more important than the other, so that it is followed up 
more energetically. The danger in this procedure, which must increase, 
as problems dealt with become more complex, is that the possibilities 
that are implicitly excluded may be regarded as important by someone 
else; or some other person may lay more emphasis on some other possible 
relationship. The controversy about the effect of wage cuts on em- 
ployment is full of such pitfalls for the unwary. 

The present trend of economic theory must make either for more 
pitfalls of the same kind, or for complete lack of comprehension for 
all but the most agile mathematically, unless very full use is made of 
the taxonomic approach. For example, analysis of two-sector models” 
leads very easily, if assumptions are at all complicated, to solutions in 
the form of mathematical expressions which are difficult to decipher and 
impossible to understand intuitively, simply because of their com- 
plexity. When more than two sectors are described (and there can be 
little doubt that further extension of the analysis of a three-country 
world is one of the most important needs in international trade theory) 
the solutions become almost unmanageably complex, and one must 
accept either taxonomy or defeat. Nor is this the whole of the matter; 
it is probably fairly generally accepted that two of the most important 
lines of future development of macroeconomics are into dynamic analy- 
sis, and into consideration of nonlinearities. Here, the mathematics 
becomes so complicated that general solutions are frequently im- 
possible. All that can be done is to assume a given set of numerical 
values for the various relationships and then calculate a solution. Fre- 
quently, the calculation of any particular solution must be such a 

* And, no doubt, mistakes will frequently be made: for example, the mistakes in fore- 
casting postwar consumption on the basis of prewar data. 


“ Both in international trade theory and for the fuller description of a closed economy. 
On the latter, see Ralph Turvey, “Some Notes on Multiplier Theory,” Am. Econ. Rev., 
June 1953, XLII, pp. 275-95. 
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lengthy process that it is possible only by electronic devices; the litera- 
ture of this particular development is already beginning to grow.’ In 
fact, it is practically impossible to say anything useful about analytical 
problems which are too complicated to be given a general solution, 
unless use is made of a taxonomic approach. By using taxonomic or- 
ganization of these complicated problems, it is possible for the economist 
to obtain additional insight and understanding; on this basis, he can 
organize and develop the informed intuition, upon which most compli- 
cated policy recommedations must immediately be based. 

The need, then, is not to throw taxonomy overboard, but to accept its 
real and growing significance and to point out the directions in which 
particular care must be taken in making use of this method. The theory 
of economic policy has to provide navigating tables to help policy- 
makers deal with the problems they meet. For two reasons, this 
metaphor of navigating tables seems to be a more useful one than 
those current. To talk in terms of maps” is to imply a very limited 
range of possibilities in a fixed, and in principle fully knowable, world; 
assumptions that this metaphor may do something to avoid. More im- 
portant, it is suggested that the theory of economic policy could 
profitably present its solutions and its categories of possibility in 
the explicit form of sets of tables designed to indicate what will be 
the consequences of a change in one variable on the different variables 
that appear to be significantly related to it, on various assumptions 
about the sizes of these relationships. 

Even in very simple models using comparative statics, assuming 
linearity in the relationships (e.g., constant elasticities) and assuming 
small initial disturbances, such tables can be useful. As an example, 
the familiar Robinson-Lerner formula for exchange stability can easily 
lead to placing exaggerated emphasis on the stability conditions, and 
insufficient on the relative sizes of disturbances and effects.*® Once 
comparative statics models start to become at all complicated, even if 
the linearity and small disturbances assumptions are retained, the 
need for a well-organized taxonomy, with tables considering the con- 
sequences of various numerical values of the relationships, becomes 
quite apparent. Many of the mathematical conclusions in the later 
parts of the Mathematical Supplement to Meade’s Balance of Payments 
are of no clear significance in a purely mathematical form, and cannot 
conveniently be summarized verbally. Tabular or graphical representa- 
tions of the various relationships considered, with each table or graph 


“ See the bibliography in A. Tustin’s Mechanism of Economy Systems (London, 1953). 
See Jewkes, op. cit., p. 29. 


” On this point see my note “Devaluation and the Balance of Payments,” Economica, 
Nov. 1950, XVII 431-37. 
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representing a particular model and each place in the table or point on 
the graph representing the consequences of a particular set of numerical 
values of the relationships, would provide a convenient and easily 
understandable summary of the various possibilities. 

The obvious criticism of this recommendation is the amount of work 
that would be involved and the amount of paper that would be covered. 
This would be considerable: the work of the tool-setter of the con- 
structor of navigation tables, is to some extent tedious. All the same, it 
is easy to imagine that the work involved is greater than it really is. The 
number of possible models is very large in relation to the number of re- 
lationships that are regarded as important; and since there can be no 
limit to the number of relationships that can be regarded as important, 
the work can never be finished. But this does not mean that the task is 
hopeless. In the first place, a large number of possible models deriving 
from a given number of important relationships will be logically irrele- 
vant because the system will be under- or overdetermined, because the 
number of equations will not equal the number of the unknowns,” Sec- 
ondly, it will be justified if circumspection is used to regard some models 
as more significant than others. There are dangers here, for example, of 
arrogating to oneself the duties of the applied economist or even of the 
politician, and of making improper use of the logic of inverse probabil- 
ity.’ Care must be taken about these errors, but with proper care the 
task of setting up a useful set of tables can be brought down to man- 
ageable proportions. By classifying the tables in accordance with the 
presumptions of the models they represent, it should be possible to see 
at a glance what is assumed and what is not assumed to be a relevant re- 
lationship in any particular model. At this first level of classification, it is 
made clear what relationships are considered relevant in different 
models; at the second level, the consequences of different magnitudes of 
the relevant relationships. 

The system can never be complete, because it is always possible to 
bring in additional relationships which may be regarded as relevant. 
For example, there is Johnson’s criticism of Meade, that he fails to take 
account of the terms-of-trade effect on expenditure out of a given money 
income. Each such additional relationship complicates the general alge- 
braic form of the solution substantially, and soon leads to unmanageable 
expressions. As has been already said, the only possible reactions at 
this stage are to accept defeat or explicit taxonomy. 

Any further degree of complication beyond that attained in Meade’s 


* It is wise not to exaggerate the importance of this limitation, however. Since the 
number of relationships which can conceivably be regarded as important is infinite, the 
number of conceivably relevant models is also infinite. 


* See Friedman, op. cit., p. 625. 
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Balance of Payments can only be satisfactorily dealt with by classifi- 
cation of particular numerical solutions for particular sets of relation- 
ships. This conclusion applies with some force where the complication 
is an extension from a two-sector model to a multisector model, because 
although matrix algebra can supply solutions, such solutions in them- 
selves do not help political economists very much. Still more does this 
conclusion apply when the extension is to cases where dynamic con- 
ditions are considered, and where nonlinearities are allowed. 

Friedman and Johnson criticize the taxonomic method because it may 
lead to undue simplicity; the true position is that taxonomy is desir- 
able because it is the only way of dealing with complexity, and of allow- 
ing for the importance and the uncertainties of economic measurement. 
The criticisms they bring against the taxonomic method as such are 
really almost entirely criticisms of economic analysis as such, or at any 
rate of oversimplified economic analysis. An apparent weakness, and a 
real strength, of taxonomy is that it shows up the shortcomings of 
oversimplified analysis. In so doing it points the road to be followed, 
and it provides the means by which we can proceed along that road. 

The great strength of taxonomic arrangement of solutions, whether 
arrived at mentally or electronically, is that it is able to deal with these 
two major shortcomings of traditional macroeconomics. On the one side, 
A. W. Phillips’ recent study” shows how taxonomic methods can pre- 
sent valuable insight into dynamic processes; on the other, the work 
of Tinbergen** and of Manne and Frankovich™* are recent examples 
of indications of the possibilities of considering nonlinearities. The 
constant elasticity assumption is a useful one, and can be justified in ac- 
cordance with Occam’s Razor, but it is certainly not always justifiable, 
and involves dangers of imposing the limitations of our minds on reality. 
Where this assumption is not justified, it can be abandoned without im- 
possible difficulties, if one is willing to use calculations of particular 
solutions for particular numerical values. Another way in which non- 
linearities may be important is mentioned by Tinbergen; limiting 
conditions may apply to particular variations; in formal terms there 
may be kinks in some functions after movement of a certain magnitude 
away from the initial conditions. Consideration of such kinks is likely 
to be essential once the infinitely-small-changes assumption is dropped. 
The point of all this is that, while simple theories are desirable when 
they are adequate for the task on hand, there are many cases when 
it is all too clear that they are inadequate. The only positive way of 


* “Stabilisation Policy in a Closed Economy,” Econ. Jour., June 1954, LXIV, 290-323. 

Op. cit. 

™* A. S. Manne and J. M. Frankovich, “Electronic Calculating Methods for Solving 
Excess Capacity Problem,” Rev. Econ. Stat., Feb. 1953, XXXV, 51. 
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dealing with these shortcomings is to complicate the models and or- 
ganize the information they give taxonomically. 

All this not to deny that there are dangers inherent in the taxo- 
nomic approach; these have been excellently analyzed by Friedman. 
Perhaps the biggest danger is that of using classifications with no em- 
pirical counterpart. Sometimes that procedure will be justifiable, as a 
reasonably close approach to reality; but extreme caution must always 
be used. The taxonomist must always be aware that his categories of 
possibility must be fitted against the test of observation of the real 
world, by the applied economist. This means that it may often be wiser 
’ to decline relationships in terms of actions of economic agents, rather 
than in terms of effects, with the exception that definition by effects 
may always be justified if it summarizes a set of relationships which are 
explained elsewhere, as in a more detailed model. If care is taken to see 
that relationships do have empirical counterparts, then the taxonomic 
model is subject to empirical testing. It is true that if it includes every 
conceivable possibility the model as a whole must include reality, and 
therefore cannot be contradicted as a whole.** But in significant senses 
a taxonomic model can be tested; relevant relationships can be shown 
to exist which are not in the model; some of the relationships explicitly 
included in the model may be shown to be unimportant and the parts of 
the model that are particularly important can be thrown into relief by 
attempts to define the order of magnitude of some of the relationships. 
Moreover, if care is taken to ensure that all the categories have em- 
pirical counterparts, it is possible to test which alternative within the 
total system is nearer to reality, in so far as empirical information can 
be obtained. 

The danger of lack of clear empirical counterparts, with its ally 
implicit theorizing, is the greatest enemy of taxonomy, as of all eco- 
nomic analysis; there are also others, which it is worth listing. Care 
should be taken to be quite explicit about what one is doing when one 
steps outside the particular narrow part of the establishment of eco- 
nomic knowledge which is the province of the economic theorist. In 
particular, care should be taken to avoid introducing ethical and 
emotive judgments into purely analytical work; psychologically such 
complete separation is almost impossible, but honest taxonomy com- 
bined with self-awareness in the analyst can make such judgments 

* Cf. Friedman, p. 628. This criticism can be overrated as a criticism of taxonomy as 
such. A statement of the form “it is either true or false that the sun is ten million miles 
from the earth” can be justifiably attacked on Friedman’s lines. There can be no doubt that 
statements of this type have been used as the basis of unprofitable economic theorizing. 
But it cannot be said that taxonomic statements in economics are generally as sterile as this 


statement, especially in view of the lack of verifiability and the changeability of economic 
magnitudes which have already been discussed. 
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stand out for what they are.** Similarly, clearly organized classification 
can make judgments about facts on relationships stand out apart from 
analysis of the consequences of particular possible relationships. The 
fact seems to be that it is not that taxonomists are particularly subject 
psychologically to the dangers of “casual empiricism” and the “invalid 
use of inverse probability,”*’ but that these are the traps that beset all 
economic theorists but which are made particularly clear when the 
taxonomic approach is used. Similarly, taxonomy, unlike ad hoc 
theorizing, leaves perfectly clear the factors that one has considered, 
and therefore makes it quite obvious what one has not been able to 
consider. 

These dangers attaching to the taxonomic method are real enough, 
even though they apply for the most part to all theorizing in economics. 
Nevertheless, useful advances in economic knowledge and useful in- 
fluence on policy demand that the taxonomic approach should be given 
its proper place, to deal with problems that are beyond the powers of 
ad hoc theorizing or unaided intuition, and in which empirical verifica- 
tion is possible only to a very limited extent. Taxonomy permits the 
development of theories complicated enough to approximate to reality, 
it shows up the exact limits of our knowledge and the extent of our 
ignorance, and it allows us to organize and systematize what we can 
know about the uncertainties of the past and present and the immense 
range of possibilities of the future. 

“Indeed, on the importance of such psychological motivations in some of the most 


important advances in economic theory, see Lange, “On the Scope and Method of Eco- 
nomics,” Rev. Econ. Stud., 1945, XIIT, 24. 


* Friedman, op. cit., pp. 623-25. 


THE IMPACT OF LABOR DISPUTES UPON 
COAL CONSUMPTION 


By C. LAWRENCE CHRISTENSON* 


A rather common view of labor disputes in the bituminous coal 
industry is that they represent interruptions of production that have 
seriously reduced the supplies of coal for consumers. It is this view 
that is the subject of the current article. It is a sequel to an earlier 
study’ which set forth the theory of the offset factor and applied it to 
an interpretation of the relation of time losses from labor disputes to 
the production of bituminous coal for the eighteen years 1933-1950. 

Given a dispute limited to a portion of a multifirm industry with a 
common market and a margin of unused capacity outside the area of 
the dispute, the impact upon production might be totally and immedi- 
ately neutralized by simple shifting of orders from firms concerned in 
the dispute to those which are not so involved. This is the offset factor 
in its current-transfer form. An empirical test showed that in bituminous 
coal mining after 1939, the growth of unionism and the shrinkage in 
unemployment brought a weakening in the power of current-transfer 
to cushion the impact of labor disputes upon the production of coal. 

As the power of current-transfer is restricted, however, that of the 
time-shift form of the offset may become greatly augmented. Even if 
disputes encompass an entire industry so that current-transfer dis- 
appears, there may still be possibilities of great expansion in output 
before a dispute begins, and reclamation after the event: the anticipa- 
tory and retroactive features of the time-shift form of the offset factor. 
The record for 1942-50 showed that the offset factor had been in effec- 
tive operation especially in the form of anticipatory time-shift. Hence 
U. S. coal production reached levels considerably above those for 

* The author is professor of economics at Indiana University. He acknowledges aid in 
collection of materials from J. A. DeCario and W. H. Young of the Bureau of Mines, Loretta 
Nolan and Ann Herlihy of the Bureau of Labor Statistics, Sterling McMillan of Western Re- 
serve University, J. A. Thompson of the Coal Trade Association of Indiana, and John L. 
Lewis of the United Mine Workers. For critical comment on an earlier draft he is indebted 
to Osmond Harline of the University of Utah and to his colleagues, Roland Davis and 
Henry Oliver. His greatest obligation for aid in statistical calculations and preparation of 


charts is to Mrs. Suzanne Clauser, his research assistant during the second semester of 1953- 
54 under a special grant from the Indiana University Foundation Research Committee. 


*C. L. Christenson “The Theory of the Offset Factor,” Am. Econ. Rev., Sept. 1953, 
XLII, 513-47. 
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earlier years even while the amount of dispute time losses also was 
passing the highest recorded magnitudes. 

Although this finding is accepted, it still does not follow that the large 
volume of coal produced during 1942-50 was sufficient to protect coal 
consumption from being impaired by labor disputes. In answering that 
question the matter of coal stocks relative to consumer requirements 
becomes crucial. Coal is a bulky commodity and about half the problem 
of making it available for consumer use is in getting it delivered. Hence, 
for practical purposes we may say that coal, once mined, is always 
stored by consumers or dealers. These stockpiles insulate against con- 
sumer hardship if interruption of deliveries results from mine pro- 
duction stoppages. It will be our central objective to examine these 
compensatory reserves in some detail. 

First, however, some classification of consumers is required. Pre- 
liminary examination reveals great variations in consumption and sug- 
gests at least three different ways of classifying coal consumers: 


1. As to purpose of use: (a) productive-use consumers (¢.g., 
plants making durable goods); (b) final-use consumers (e.g., house- 
holds, schools or hospitals that burn coal for heating); and (c) com- 
pound-use consumers (e.g., railroads using steam locomotives to supply 
freight as well as tourist passenger service). 

2. As to availability of coal supplies: (a) market-access consumers 
(users that must buy coal from commercial mines); (b) direct- 
access consumers (industrial establishments operating their own coal 
mines); and (c) intermingled-access consumers (¢é.g., railroads buying 
coal from on-line commercial mines). 

3. As to continuity of coal use: (a) year-round consumers (¢.g., steel 
mills maintaining continuous operation); and (b) intermittent con- 
sumers (some industrial establishments, as well as households, that dis- 
continue furnace use during summer). 


This way of classifying consumers cannot allow for the actual varie- 
gated pattern of coal consumption. Neither can the available statistical 
record be fitted neatly into this classification. However, it is important 
for our analysis. It serves immediate warning that interruptions in coal 
deliveries will not be of uniform importance to all consumers, since 
both the possibility and relevance of compensatory reserves may be 
expected to vary, and hence the significance of the offset factor will 
also vary, for different consumer groups. 

The consumption record used here is that which the Bureau of Mines 
has broken into eight consuming classes. Three of these (cement plants, 
steel mills, and coke ovens) are close approximations to productive-use 
consumers shown in our outline, while three others (electric power 
utilities, railroads, and the miscellaneous group called “other indus- 
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1944 


/ 1951 


CONSUMER GROUPS 


ELECTRIC POWER UTILITIES 


—— 


STEEL AND ROLLING MILLS 


CEMENT PLANTS —————-— 


RETAIN DEALER DELIVERIES 


EXPORTS AND BUNKER FUEL 


TOTAL CONSUMPTION of roms) 418.4 614.7 5126 4582 


Source: Mineral Market Reports, Bureau of Mines 


Cuartr 1. AMOUNT AND DISTRIBUTION oF BITUMINOUS CoaL CoNSUMPTION 
(four minor-dispute years) 


trials’—these latter hereafter labeled “general industrials”) contain 
mixtures of both productive- and final-use consumption. The remaining 
two represent still more heterogeneous composites. One is the estimate 
of total quantities of coal moved by retail dealers and the other is the 
amount of foreign shipments either for export or for use as bunker fuel. 
The small amount going into bunker fuel is similar to coal used by rail- 
roads, but there is no way of identifying the use of export shipments. 
Classification of coal moving through retail yards is not comparable 
with the other records of consumption, and identification of its specific 
use involves speculation. Retail yard deliveries are not truly estimates 
of current consumption at all but rather records of shipments for future 
use. Some such shipments go to small industrial plants, but probably 
most of them are for heating residential or small commercial and public 
buildings, hence should be considered as final-use consumption. 

A summary review both of the aggregate volume of coal consumption 
and the relative importance of each of these large consumer groups in 
four minor-dispute years is presented in Chart 1.? The shrinkage of 

* The term major-dispute month, as used here, means a month in which such recorded 
time losses in the coal mines amount to 300,000 or more man-days. A major-dispute year 
contains one or more such months while minor-dispute years contain no month with lost 
time of that magnitude. For an industry with 400,000 production workers, the bench mark 


of 300,000 man-day losses amounts to a loss of one day of working time for 75 per cent of 
the force. See Christenson, ibid., p. 517. 
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RECORDED CONSUMPTION Actual — 
Desecsonaized 
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Cuart 2. Coat ConsuMPTION—-1943-53 


total annual consumption from a peak of about 600 million tons in the 
war year, 1944, to a little over 450 million in 1953 was accompanied 
by substantial shifts in the relative position of the separate consuming 
groups. 

Most prominent of these shifts is the both absolute and relative in- 
crease in the importance of electric power utilities along with a con- 
comitant decrease in the position of railroads as coal consumers. 
Similarly, but a little less striking, is the increased consumption of coal 
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Cuart 3. Montaty Coat ConsumMPTIon CoKE OVENS AND STEEL MILts, 1943-53 


by coke ovens and the more moderate reduction in coal use by general 
industrials. Steel mills as primary users of coal (apart from their coke 
consumption) have about held their own in absolute tonnage. Cement 
plants, although never large users, have increased both their absolute 
and relative positions. Both absolute and relative amounts passing 
through retail yards have shrunk considerably in the years since the 
second world war. 


I. Seasonal Patterns of Coal Consumption and the Timing of Disputes 


A. Seasonal Patterns of Coal Consumption. In examining the 
adequacy of reserve stocks as shelter against the impact of disputes 
upon coal consumption, the initial step is to seek some independent 
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measure of consumption requirements which may be regarded as nor- 
mal, without distortion by production stoppages growing out of labor 
disputes. Since we do have seasonal temperature changes and since 
coal is a source of heat, the seasonal patterns of consumption and how 
the timing of labor disputes is related to such patterns are salient ele- 
ments of our problem. 

Separate twelve-month moving averages of actual consumption for 
each of the consumer groups were made for the entire twenty years, 
1934-53. From these computations the figures for the seven years 1936, 
1938, 1940, 1942, 1944, 1951, and 1952 were then used to construct 
individual seasonal indexes for electric utilities, general industrials, and 
railroads. Except for 1952, no major dispute time losses occurred in any 
of these years. While the time loss of a little over 2 million man-days in 
September 1952 injected an irregularity, there was no showing that 
consumption for any of these three groups was distorted by it. 

For steel mills and coke plants there were the special problems of the 
major labor dispute in the steel industry in 1952, and the recession of 
1938. Hence, for them seasonal indexes used are based on the years 
1936, 1940, 1942, 1944, and 1951 instead of seven years of consumption 
records. These seasonal indexes for each of the five industrial coal 
users accounting for more than 75 per cent of total known consumption 
in 1953 are given in Table I. 

Table I reveals some interesting differences in the seasonal consump- 
tion patterns. The amplitude of the seasonal swing is greatest for the 
general industrial consumers and least for the by-product coke ovens. 
The peak consumption month tends to be February, although electric 
utility and coke plant consumption are a little higher for January. The 
lowest consumption month is July for general industrial consumers, 
railroads, and steel mills. Coke plants and utilities, both with narrow 
amplitudes, reach minimum levels of consumption in March and April 
respectively. Disputes falling in March or April evidently take place 
when consumption has reached its minimum levels for some industrial 
users and started on the downward course for others.° 

The indexes were next used to deseasonalize the actual consumption 
records of the period 1934-53. The result of these calculations, limited 
to the eleven years 1943-53 to simplify presentation, appear in Charts 
2 and 3. This span covers all the major-dispute years since the orbit of 
unionism reached its widest limits with complete acceptance by con- 
sumer-owned mines at the close of 1941. 

Chart 2 brings together for ready comparison consumption records 


*A minor exception is cement plants which accounted for a little less than 2 per cent of 
total bituminous coal consumption in 1953. Their consumption pattern is highest during 
the summer months of intense building activity and lowest during the winter months. 
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TABLE I.—SEASONAL INDEXES OF COAL CONSUMPTION 


Jan. | Feb. | Mar.) Apr. | May | June| July | Aug. | Sept.} Oct. | Nov.) Dec. 


Electric utilities | 109 | 107 | 96 | 89] 931] 96 102 | 103 | 106 | 107 | 107 
General indus- 
trialconsumers} 118 | 121 | 110 | 101 | 88| 85; 80| 84} 87} 98] 109 | 116 


Railroads 111 | 112 | 105 | 99; 93] 89] 92); 95) 101 | 106 | 108 
By-product coke 

plants 103 | 102 | 97 | 100} 100} 100 | 100 | 100 | 100 | 101 | 102 
Steel mills 117 | 119 | 108 | 98| 92] 86| 90| 96} 104 | 112 


Source: 12-month moving averages using Bureau of Mines data for minor-dispute years. 

Considerable experimentation preceded preparation of this table. All consumption (and 
production figures used later) were calendar-adjusted so the expression “‘actual consumption” 
(or “production’’) always refers to these standardized monthly records. After construction 
of consumption trend lines, crude seasonal indexes for each of the consumer groups were then 
made. Later, twelve-month moving averages of actual consumption figures for each of the 
groups were broken into segments separating the major from the minor dispute years following 
the pattern of my earlier study but adding another segment (1951-52) to bring the materials 
more nearly down to date (see Christensen, of. cit., pp. 528-29; 542, n. 27). Ratios of actual 
consumption to these twelve-month moving averages were computed, and separate seasonal 
indexes for each of the segments for the different consumer groups were matched against each 
other. This Jed to selecting the minor-dispute years as basis for the seasonal indexes which 
were finally used. Rank correlations of the four final indexes used with those for each of the 
separate major-dispute year segments are as follows: 


Electric General Steel 
Years of Index Utilities | Industrials | Railroads Mills 
1933, 1934, and 1935 94 57 
1937, 1939, and 1941 "74 ‘99 "89 "92 
1943, and 1945 ‘st ‘87 90 98 
1946, 1947, and 1948 ‘92 16 ‘92 00 
1949, and 1950 '88 ri ‘87 


of the three groups later presented in Charts 4, 5, and 6. These are pre- 
dominantly market-access consumers, and are also those for whom the 
same seven years were used in construction of seasonal indexes. Chart 3 
deals with users who are largely, but not purely, direct-access con- 
sumers, and for whom the indexes rely on records for only five years. 
Since application of the coke plant index to actual consumption almost 
reproduces the original materials, only actual consumption for this group 
has been charted. Steel mill consumption of coal, however, does exhibit a 
clear seasonal swing not as wide as that for general industrial consumers. 
This is related to seasonal swings in steel ingot production shown years 
ago by Kuznets.* Although in recent years the high level of industrial 


*Simon Kuznets, Seasonal Variations in Industry and Trade (New York 1933), pp. 252, 
289-90, 299. Kuznets found that steel production before 1930 showed primary seasonal 
peaks in March and secondary in October, with troughs in July and December (p. 252). 
The minor-dispute years, 1942, 1944 and 1951, are good periods to examine and to observe 
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output has reduced the amplitude, evidence of seasonal fluctuation still 
remains. 

Distortions of seasonal patterns by other forces are clear. Even with- 
out numerical refinement both the general business cycle factors and 
the comparative consumption trends for the individual groups are 
evident. The participation in retreat from war production, and in re- 
conversion which follows in 1945-46, is seen for all industrial con- 
sumers. So too is the common share in the postreconversion slump of 
1949-50. The swelling wave of steel production during and after recon- 
version with the insistent reliance upon coking coals and the moderate 
decrease in the direct use of coal in steel mills appears in Chart 3. 

Understanding of seasonal influences is of substantial significance for 
our study of compensatory reserves in two ways. First, stockpile ratios 
to consumption are a function of the consumption requirements as well 
as of the physical volume of reserve stock tonnage. Second, reserve 
stock tonnage which initially depends on mine production rests also 
upon the character of coal delivery facilities. The seasonal character 
of the latter is emphatic in the complete stopping of cargo shipments 
with the freezing of the Great Lakes; but to a lesser extent rail and 
truck shipments also become more difficult during winter months. This 
inverse correlation between seasonality of consumer demand and ease 
of delivery makes a substantial contribution to the need for stockpiling. 

B. The Timing of Disputes. Against this background of seasonal 
variations we need to examine the actual timing of labor disputes in 
the mines. Table II gives a chronological listing of major dispute 
months for two decades divided into separate groups: those which came 
before August Ist, and those during the last five months of the year. 

Of the 240 months in the period 1934-53, 38 involved dispute time 
losses in excess of 300,000 man-days. Twenty-one of the 23 major-dis- 
pute months on the left side of Table II fall between the beginning of 
spring (March) and the end of July when consumer demand is normally 
low. The other 15 in the right section of Table II, need to be differenti- 
ated in more detail. Four (in 1941 and 1945) involve time losses con- 
centrated in the consumer-owned mines and hence could not have 
directly limited coal use by market-access consumers. Four of the re- 
maining 11 are from the postreconversion slump year of 1949 when 
receding aggregate industrial demand for coal made the end of that 
year resemble, but of course not duplicate, the seasonal shrinkage 
customarily occurring in the spring. If it is true that seasonal amplitudes 
tend to be damped during periods of high-level operations, it also ap- 


how this pattern of steel production has persisted, even though it was considerably damped 
since Kuznets wrote. See also steel ingot production line in Chart 8. 
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TABLE II.—Mayor-Dispute Montu Time Losses Brruminous Coa 1934-1953 


Before August 1 After August 1 
Year 
Man-Day Losses Man-Day Losses 
Meath in Millions Meath in Millions 
1934| April 97 
May .35 
1935 September 2.0 
October 
1937 | April .97 | 
1939 | April 4.2 
May 2.8 | 
1941 | April 5.2 September | 30 
October 
November 
1943 April 35 October .57 
May 68 November 2.1 
June 3.4 
1945 | April 67 October | 3.08 
May 35 
1946 April om November 2.3 
May 7.2 December ur 
1947 June .86 
July .80 
1948 March 4.4 
April 3.8 
July .63* 
1949 March 2.1 September 3.3 
June LS October 6.4 
November 2.1 
December 63 
1950 January 1.5 
February 6.2 | 
March 
1952 October 3.1 
Total 23 months 57.53 million man-days | Total 15 months} 28.30 million man-days 


Source: File Records, Courtesy, Bureau ef Labor Statistics. 


* Supervisory and captive mine disputes. 
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pears that during a year of continuing general recession business 
lethargy saps most of the strength in the normal fall upswing before it 
has a chance to gain much momentum. This may easily go so far as 
to make the usual upturn only a small elevation above the summer 
trough. Such was indeed the 1949 pattern for much of American in- 
dustry, and it was certainly the character of consumption for most of 
the industrial users of coal. December 1949 consumption instead of 
being near that for January, hardly reached that of April or May for 
any of the important consuming groups (see consumption lines of 
Charts 2 and 3). Hence the 4 major-dispute months of 1949 which came 
late in that year were almost as if they had appeared in the spring from 
the standpoint of their relation to the level of consumption. January 
and February, it should be noted, never appear as major dispute months 
except in 1950, and in this case they may be viewed as showing a 
moderated continuation of the lethargic industrial atmosphere of De- 
cember 1949, 

The seven months which remain, each with its millions of man-day 
losses, are: 


Sept. 1935—2.0 Oct. 1943—0.57 Nov. 1946—2.3 Oct. 1952—2.1 
Oct. 1935—0.65 Nov. 1943—2.1 Dec. 1946—1.7 


These seem to be the major-dispute months on the right side of Table II 
for which it cannot be said that general recession reduced an otherwise 
rising winter demand. Hence they must be subjected to special scrutiny. 

The months just mentioned show a combined total time loss of almost 
11 million man-days. If we leave out about 4.5 million man-day losses 
for disputes concentrated on the supervisory force or in consumer- 
owned mines, time losses for all other major dispute months of our two 
decades will add to just under 70 million man-days. Put more emphati- 
cally, over 85 per cent of time losses charged to labor disputes in coal 
mining during the two decades since 1933, were synchronized either 
with seasonally falling demand or business recession. This is a primary 
fact to be reckoned with in determining the adequacy of compensatory 
reserves. Certainly stockpiles held during such periods will not need to 
be of the same magnitude as would be required when consumption is 
expanding. 


II. Consumption, Reserves, and Market Access 


A. Interrelation of Consumer Patterns. This chronology of con- 
sumption and disputes needs supplementation by a picture of the ag- 
gregate monthly reserves of the separate consumer classes. This is 
first presented for the three groups shown in Chart 2. In 1953 they 
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accounted for about half of the total bituminous coal consumption. 
They are interrelated in that an important function of the electric 
power utilities and railroads is to provide service to the general in- 
dustrials. For the most part they are all market-access consumers but 
there are significant qualifications. General-industrial consumers prob- 
ably are more completely market-access consumers than are the electric 
power utilities or the railroads. Very few of them own any coal mines, 
nor are their operations geographically so located as to provide special 
availability of coal supplies. Some electric power utilities, however, are 
favored with ownership of coal mines and with physical location which 
distinguishes them from other users of coal who must turn to the com- 
mercial market.° About 10 per cent of coal used in 1950 by electric 
plants was supplied by company-owned mines. Even part ef that which 
comes from independently operated mines represents fixed commitments 
from some mines based on long-term contracts. This may furnish 
special access not shared by hand-to-mouth industrial buyers. 

In the coal-consuming family, railroads are blessed by having sup- 
plies within especially easy reach. Roads having direct access through 
title to coal fields, produced about 20 per cent of total coal used by 
railroads in 1950. However, considerably more than half of this was in 
the hands of four large western roads,° and hence could not influence 
greatly the distribution of coal supplies in the industrial areas east of 
the Mississippi River. More important than coal ownership is that the 
railroads are common carriers. This fact has two aspects bearing on 
our problem: the first is that by preparing to serve the public they also 
serve themselves. Roadbeds passing through the mining areas make 
possible what the coal trade calls “on-line railroad” sales. Moreover, 
by interchange connections with other roads having such facilities, the 
railroads possess an element of direct access even though they may be 
commercial buyers. The second is that as common carriers one im- 
portant part of their coal consumption requirements is immediately 
reduced when coal shipments are curtailed. Hence, in their insulation 

* A case in point is the extensive coal holding near the Dresser generating station on the 
Wabash River of the Public Service Co. of Indiana, Inc. Sometimes such companies may 
still prefer to turn to the commercial market for part of their coal in order to preserve their 


own resources or because their most convenient reserves are exhausted. See 1952 Annual 
Report of Public Service Co. of Indiana Inc., p. 7. 

* The largest coal mining railroad is the Union Pacific with holdings in Wyoming. It is 
followed by the Northern Pacific and the Milwaukee Road with properties in Montana 
and Washington. These three account for about half the “captive” railroad tonnage. The 
Chicago and Northwestern mines in Illinois account for another 10 per cent. The remaining 
40 per cent of railroad production (all east of the Mississippi) is that of the Norfolk & 
Western, the New York Central and the Erie Railroad. See Keystone Coal Buyers Manual 
(New York, 1954), p. 596. 
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against the impact of the interruption of coal mining, the railroads 
occupy a special position. 

B. Compensatory Reserves of These Three Groups. The relation of 
dispute time losses to the consumption and reserves of these three 
groups is shown in Charts 4, 5, and 6. The bars in each of the three 
charts showing time losses for all major dispute months of the two 
decades, are drawn to a uniform scale shown on the right in millions 
of man-days. The numerous small losses of minor dispute months are 
disregarded. Scales shown on the left represent the monthly consump- 
tion and beginning-of-month coal stocks in millions of tons. 

The calendar-adjusted monthly coal consumption figures shown in 
the continuous thin line on each of the charts are plotted as of the 
middle of each month. Coal stocks, plotted as of the beginning of each 
month, appear in a series of dots representing the unadjusted stock 
figures as reported by the Bureau of Mines. The figures of electric 
power production (Chart 4) in billions of kilowatt-hours, and those for 
freight car loadings in millions of cars (Chart 6), similarly appear as 
heavy lines. Coal and coke car loading, however, are separated from all 
other freight loadings, and these are shown by the heavy broken line. 
No production figures comparable to kilowatt-hours or freight car load- 
ings are shown for the general industrials (Chart 5). The broad in- 
clusiveness of the Federal Reserve industrial production index makes 
it inappropriate for our purposes and a suitable independent index 
could not be devised. 

C. Relations of Disputes to Stockpile Ratios: Market-Access Con- 
sumers. Comparison of individual group consumption patterns was 
made possible by Charts 2 and 3 (pp. 82, 83), but for this study the 
deseasonalized consumption records shown in the dot-marked lines are 
more important. If the seasonal patterns of the minor-dispute years used 
for calculation of the indexes were continuously repeated and left un- 
disturbed by any other elements, then the dot-marked line of Charts 2 
and 3 would cross the recorded consumption line in March or April 
and would lie above that line for all spring and summer months until 
crossing the consumption line again in the fall. Reference to the charts 
reveals no such simple pattern. Each of the groups shows elements of 
seasonal variation in all years, but no uniformity. 

The purpose of deseasonalization is to aid in testing the impact of 
disputes upon consumption. Our seasonal indexes based on figures for 
minor-dispute years show high correlation with similarly constructed 
ones using records for major dispute years, but the possibility of im- 
paired consumption may still be concealed. Also since other forces have 
modified seasonal patterns our use of the deseasonalized figures must be 
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discriminating and supplemented with such other aids as we can find. 

The primary test used is the ratio of recorded coal stocks for each 
separate consumer group (Charts 4, 5 and 6) to deseasonalized con- 
sumption. All reserves for future use must be acquired in advance of 
exact knowledge of what the future will be. A calculated ratio of 100 
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per cent represents a stockpile for that consumer class adequate to 
maintain a subsequent month’s actual consumption adjusted by our 
seasonal index. Such ratios would always understate actual reserves 
when deseasonalized consumption was in excess of actual consumption 
and overestimate them during months when deseasonalized consump- 
tion was less than actual consumption. 
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If consumers kept a constant ratio of stocks to accurately anticipated 
consumption, then calculating stocks as ratios of deseasonalized con- 
sumption would transfer the seasonal pattern to the stockpile ratios. 
Under such ideal circumstances increases of these ratios above the 
seasonal course, just before or during dispute months, would indicate 
consumers’ reliance on the anticipatory feature of the offset factor by 
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augmentation of compensatory reserves, Disruption of standard sea- 
sonal consumption patterns, however, and lack of any conclusive evi- 
dence that all consumers do tend to maintain constant reserve ratios 
preclude expectation of such neat results. 

With the warning against anticipation of exact measurement, Chart 7 
is introduced. Here is a twenty-year view of the monthly ratio of coal 
stocks to deseasonalized consumption for the three industrial groups 
that are primarily market-access consumers. Superimposed are the bars 
showing man-day losses in major dispute months. 
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Examination of that portion of Chart 7 which covers the years prior 
to 1943 reveals that all the major-dispute time losses, except for those 
of 1935 and 1941 (the latter in the consumer-owned mines), fall in 
April or May. October 1935, with 650,000 man-day losses, is the only 
one of the major-dispute months of these years before 1943 when desea- 
sonalized consumption is slightly under the actual consumption for all 
three of these consumer groups. During all major-dispute months prior 
to 1943, and for all three of these consumer groups, the calculated 
stockpile ratios may be taken as conservative estimates of the relation 
of inventories to requirements. Once this is known, attention can be 
directed at the ratio calculations themselves. 

It is not true that the calculated ratios rise at the beginning of the 
major-dispute months for all three of these consumer groups in the 
years before 1943, but there was some movement in that direction. In 
so far as such movement did occur, it was the railroads, customarily 
with the lowest reserve ratio, that led the movement. During all years 
prior to 1943 railroad stockpile ratios were pushed up sharply in ad- 
vance of major-dispute months. Although ordinarily carrying reserves 
calculated at rarely above 95 per cent and frequently as low as 60 per 
cent, the railroads moved to more sheltered positions with ratios in the 
major-dispute months usually well over 100 per cent. Their added pro- 
tection was, of course, partly due to reduced requirements because of 
curtailed coal shipments. The upward movement of ratios for electric 
power stations and general industrial coal users in major-dispute months 
during those years, although evident, appeared as a small hummock 
on a downward sloping seasonal hillside and suggest little more than 
constant maintenance of already established security positions (Chart 
7). Earlier study found the pre-1940 period one when the current- 
transfer offset factor manifested substantial power.’ In such periods 
even complete closing down of some mines can hardly generate much 
concern among coal consumers. Our ratio calculations now reflect this 
security of consumer positions. 

For all three groups an entirely new pattern of coal consumption ap- 
pears in 1943. New heights never experienced during any other part of 
the 1933-42 decade were reached and coal reserves more than kept 
pace with this upward surge of consumption (Charts 4, 5, and 6). One 
has to go back to the minor-dispute year 1942 to get the proper per- 
spective, for all through that year the stockpile ratios continued to 
mount with hardly more than casual relation to the natural heat of 
summer (Chart 7). By December 1942, the stockpile ratios for electric 
power utilities and general industrials had reached the unprecedented 


* Christenson, op. cit., pp. 529-31. 
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figures of 364 and 280 per cent respectively. While railroads with a 
maintained continuously well about 100 per cent for all twelve months. 
earlier, they had never before closed a year when reserves had been 
maintained continuously well above 100 per cent for all twelve months. 

The year 1943, therefore, opened with all three groups having 
greater shelter from interruptions in fuel deliveries than they had ever 
known. Moreover, although generation of electric power rose more or 
less continuously from month to month (Chart 4) thus diluting the 
seasonality for that group, both general industrials and railroads ex- 
hibited the normal seasonal amplitude (Charts 5 and 6). Hence for 
the major-dispute months of April, May, and June the calculated ratios 
of Chart 7 substantially understated the actual margin of consumer 
safety. However, while the high stock ratios of January were followed 
by their usual spring decline, there is also a suggestion of the quest 
for unnecessary additional safety as the ratios for all three groups rose 
to meet the anticipated production curtailment of June, when disputes 
were to account for 3.4 million man-day losses.* 

The 1943 dispute time losses of October and November were among 
those identified in the more critical list earlier (p. 00). Of smaller mag- 
nitude than those of May-June, they came when the seasonal increase 
in coal consumption was under way. Hence the calculated ratios over- 
state the safety margin in October slightly and in November still more. 
However, this is also true for the ratios of the similar months of 1941 
and 1942. While the 1943 ratios are not equal to the unprecedented ones 
for 1942, nevertheless, for all three groups they are distinctly in excess 
of comparable figures for 1941. Even in those critical end-of-the-year 
months of rising consumption, therefore, the impact of coal mine dis- 
putes could hardly have impaired fuel consumption for these groups. 
Reference to the absolute patterns of consumption and stocks shown by 
Charts 4, 5, and 6 seems to strengthen this conclusion drawn from the 
ratio calculations. 

The first two years of our second decade are the high-production war 
year 1944, marked also by only minor-dispute time losses in coal mining, 
and 1945, initiating postwar reconversion. In contrast to 1944, the 
latter year was one of industrial recession beginning in the spring. Al- 
though 1945 time losses were sufficient to class April and May as major- 
dispute months, they were not of large magnitude. They represented 
sporadic outbursts rather than any general interruption of coal mining, 
and earlier study showed them having no effect on total coal production.® 

Viewing the matter from the consumption side we see further evi- 


* Ibid., pp. 536-37. 
* Loc. cit. 
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dence of the negligible influence of time-shift during the first half of 
1945. The March, April, May ratio calculations for utilities, general 
industrials, and railroads show an undisturbed pattern of seasonal 
shrinkage (Chart 7) with no suggestion that any of these coal con- 
sumers were concerned about building up compensatory reserves as 
shelter against later retardation of deliveries. The continued effect upon 
our calculation process both of the general downward recession and of 
the reconversion shift of the seasonal consumption trough is the real 
explanation of the high October ratios rather than anticipation of pos- 
sible stoppage in coal deliveries. 

Added to reduced industrial consumption because of reconversion, 
the labor disputes outside coal mining in the last quarter of 1945 and 
the first months of 1946 augmented that proportion of coal mined 
during those months which could be directed toward reserves by freeing 
it from current use. Such accumulation of reserves in advance of the 
1946 disputes of April and May did actually take place. While the cal- 
culated ratio for electric power utilities rose slightly in February to 288 
per cent and sagged to 264 in April, those for general industrials and 
railroads, at 119 and 92 per cent in January, rose sharply to 208 and 
157 respectively in April (Chart 7). It is certain, however, that the 
ratio calculations for these particular months understate the safety 
margin for electric utilities and also overstate it for the other two 
groups. No other disputes in the recorded history of bituminous coal 
mining involved as large time losses as those for April-May 1946, and 
the continuation through the second month drastically reduced reserve 
stocks. Thus the June ratios calculated 182, 106, and 66 per cent 
respectively for these three groups. These June figures, made against 
a deseasonalized summer line, are conservative. They seem to be the 
narrowest safety margins to which these three groups had ever been 
subjected. Even so, ratios comparable to them had occurred frequently 
in the past. The low June-July ratio against deseasonalized consumption 
can be easily observed in minor-dispute years as well (Chart 7). It ap- 
pears, therefore, that even the major-dispute time losses of April-May 
1946 caused no impairment of consumption patterns of these three 
groups. 

This conclusion concerning the impact of the disputes during the first 
half of 1946 is still more emphatically true for the disputes of the close 
of that year originally identified as deserving special scrutiny. In No- 
vember, when dispute man-day losses in coal were about 2.3 million 
man-days, freight car loadings other than coal and coke were 3.5 million 
cars, which was the highest November figure reached during the entire 
two decades. December car loadings, usually a little under those for 
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November, were not so striking in comparison with other years, but 
they were in excess of those for 1945 and matched those to come in 
1947 (Chart 6). Production of electric power was held at about 24 
billion kilowatt hours for each of the three months of the last quarter, 
a higher level than had ever before been reached (Chart 4). The cal- 
culated ratios of stocks to deseasonalized consumption, slightly under 
those for November and December of 1945 in the case of the electric 
power utilities, were above the 1945 figures in both months for the 
general industrials, and in the case of railroads they were distinctly 
above in November although slightly under for the month of December. 
Reviewing the record in retrospect, it is clear that the ratios weze more 
than adequate to prevent any impairment of consumption, for in both 
months and for all three consumer groups they were well above the 
ratios effective during the year 1947 when reconstruction was completed 
and production had moved on to new heights. Looking over the whole 
of 1946, therefore, whatever else may be said about the trials of in- 
dustrial reconversion, we find no evidence that hindrance of deliveries 
because of dispute time losses in the coal mines ever impaired consump- 
tion of these industrial market-access consumers. 

The disputes of 1947 call for little attention. Of small magnitude, 
timed at the middle of the year, they never had the potentiality of 
impeding coal deliveries to the same extent as those of 1946. Consump- 
tion in 1947 was maintained at high levels and stockpile ratios were 
also high enough to meet consumption requirements. 

The year 1948 contains mild forebodings of things to come. While in- 
dustrial production indexes continued to advance over those for 1947, 
the advances were so slight that, toward the end of the year at least, 
they might have been accounted for by the always possible element of 
statistical error. Specifically so far as industrial coal use was concerned, 
growth in markets clearly had been arrested. Coal consumption by the 
electric utilities took an unusual downward course during the last 
quarter of the year, minimum monthly consumption by general in- 
dustrials was reached two months earlier than usual, and railroad use 
exhibited a much sharper than customary spring seasonal drop not 
followed by the normal postsummer increase. In part, the change in 
railroad use may be attributed to the continued dieselization program; 
but more than that was involved, as freight car loadings other than 
coal and coke for most months of the year were noticeably under 
those for 1947 (Chart 6). An aspect of these changes in industrial coal 
use is that they again probably lead to some understatement of the 
electric utility ratios for the major-dispute months March and April, 
while overstating them for general industrials and railroads. But com- 
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pared with ratios for the same months in earlier years, they were clearly 
adequate to meet consumption requirements (Chart 7). 

If the time losses of July 1948, which occur in consumer-owned steel 
company mines, are postponed for later examination, we come then to 
the major disputes of 1949-50. The larger meaning of the statement 
that 1948 contained forebodings of things to come now stands out 
sharply. July 1948 was not merely the usual midyear signal for the 
seasonal upswing in stockpile ratios; it was the start of the building 
of a mountainous accumulation that did not reach its summit until the 
last quarter of 1949 (Chart 7). 

The 1949 episode was not, however, a duplication of the 1942-43 
demonstration of the ability of the great productive power of the 
bituminous coal mines to more than keep pace with increasing industrial 
demands. It was rather a showing of the sluggishness of the mines’ 
reaction to the continuing fall in consumers’ requirements. The repeated 
dispute time losses during 1949, even when supplemented by the union- 
ordered three-day weeks of July, August, and September could not 
produce any shrinkage in the calculated ratios. Only the rising con- 
sumption requirements of the winter months, with substantial time 
losses of October 1949 and February 1950, brought the ratios down to 
levels comparable with those for similar months of earlier years. It is 
indeed true that by March 1950 the ratio of reserve held by railroads 
fell to 40 per cent, which was the lowest calculated for the entire twenty 
years. Even then it is hard to be convinced that any impairment of 
service took place because of lack of coal supplies, for freight car 
loadings (other than coal and coke) beginning at low levels in January 
rose noticeably both in February and again in March. A critical ex- 
amination of the records for 1949-50, therefore, leads to the conclusion 
that the stocks of market-access industrial consumers were always 
adequate, and for most months much more than adequate to meet 
requirements. 

Even though originally listed as calling for special scrutiny, the 2.1 
million man-day time losses of October 1952 can now be disposed of 
with little more than bare recognition. Coming as they did after the 
steel mill dispute of June-July had facilitated increases in coal stocks 
during the summer, the time losses of October produce nothing more 
than a welcome shrinkage in these excess reserves (Chart 7). 


III. Consumption, Reserves and Direct Access 


A. Steel as the Fourth Member of Industrial Coal Consuming 
Family. Each of the three members of the coal consuming family 
examined thus far was found to have peculiar properties of its own. The 
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steel industry also, with its subsidiary partner the coke plants, requires 
special analysis. 

Only a small part of the coal entering into manufacture of steel is 
used directly as mined coal. A much larger part is used after processing 
in coke plants. Most of this great volume of coke used in blast furnaces 
is produced in ovens operated by steel companies or their subsidiaries 
which are referred to as furnace plants. A portion, varying between 8 
and 19 per cent, is purchased from independent commercial plants. 

If about 15 per cent of coal used in producing coke goes outside the 
steel industry, then a round number estimate gives 100 million tons of 
coal consumed in 1953 for steel production, or 22 per cent of the total 
bituminous coal consumption of that year. A little less than 40 per cent 
of the total coal used by the steel industry is purchased from com- 
mercial markets and somewhat more than 60 per cent comes from mines 
operated by the steel companies or their subsidiaries.” 

With existing technology, coking coal is indispensible in the manu- 
facture of steel.** Combining steel with coke plants and locating both 
in close proximity to coal mines is clearly advantageous. Given these 
physical relationships, vertical ownership is an easy although not in- 
evitable connecting link. Thus the steel industry becomes the major 
direct-access consumer. 

B. Compensatory Reserves of Steel Mills and Coke Plants. Chart 8 
is a variant of those presented earlier (Charts 4, 5, and 6) although 
it reproduces identically the man-day loss record. The coal consumption 
record, the thin continuous line, is that for by-product coke ovens only. 
It therefore excludes the small amount of coal processed in beehive- 
type ovens, and that portion of raw coal used as it comes from the mines 
to the steel plants. On the other hand, it does include coal used in 
commercial by-product ovens for production of some coke that is con- 
sumed outside the steel industry. The heavy continuous line represents 
the total production of steel ingots in millions of tons. The reserve 
stock figures are shown in a series of dots at the beginning of months as 
in the earlier charts. However, in Chart 8 we show, not reserve stocks 
of coal, but rather, reserve stocks of finished coke at furnace plants. 
This does not include all the coke available to the steel industry, since 
it does not cover that portion ready for delivery from the commercial 
merchant plants. It has the advantage, however, of giving an indication 


* For confirmation of these estimates the author is indebted to Mr. Harry Moses, Presi- 
dent of the Bituminous Coal Operators Association. (Letter dated April 23, 1954). 

** My suggestion as to limits of substitution of other coals is based on Voskuil who 
writes: “Only metallurgical coke can be used for reducing iron ore to the free metal.” 
Walter H. Voskuil, An Economic Study of Fuels in Manufacturing, Circular Series No. 63, 
University of Illinois (Urbana, 1952), p. 17. 
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Man-Day Losses: File Records, Courtesy Bureau of Labor Statistics. 
Coal Consumption: Weekly Reports. 

Coke Stocks: Monthly Coke Report, Bureau of Mines. 

Steel Production: Survey of Current Business. 
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not simply of raw coal reserves but of those which have already gone 
through the ovens and are hence ready for immediate use at the steel 
mills. Later, in a different way, the coal stocks held both by steel plants 
and those of the by-product coke ovens as preprocessed reserves will 
be examined. 


7 


Walter H. Voskuil, An Economic Study of Fuels in Manufacturing, Circular Series No. 09, 
University of Illinois (Urbana, 1952), p. 17. 
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Chart 8 shows that the tonnage of coal consumption at coke ovens 
corresponds very closely to steel ingot production. Usually the tonnage 
of coal consumption at the by-product ovens has been somewhat 
larger than tonnage production of steel. That this has not been true 
since 1949 is probably a reflection of the shrinkage in the use of coke 
for other purposes and of expansion in steel manufacturing.’ It should 
be noted that the three greatest reductions in the level of steel produc- 
tion for the last ten years of our record, namely those of February 
1946, October 1949 and June-July 1952,*° were associated with disputes 
in the steel industry itself, rather than with stoppage of coal mining. 
In Chart 8 the fall of steel production associated with the dispute over 
steel pension plans in October 1949 also exactly overlaps the bar show- 
ing losses of 6.4 million man-days in coal mines for that month, but it 
does so independently, not because of the interruption in coal mining. 

C. Relation of Disputes to Stockpile Ratios: Direct-Access Con- 
sumers. Steel mills and coke plants are not only the best illustrations 
of direct-access as well as of productive-use consumption, but they 
also possess special characteristics as to the continuity of operations. 
Since there is little of blending with final use, the operating pattern is 
only indirectly associated with temperature changes. Hence seasonal 
variations of consumption are moderate, and almost fade out at times. 
Observation of these relations was made years ago by others. 

Since the work of Kuznets,’* and Akerman it is recognized that varia- 
tions in seasonal patterns between industries may also be accompanied 
by deviations in these patterns from year to year. Moreover, Akerman 
emphasized that deviations from regularity associated with the boom 
phase of the business cycle tend to be most marked in the capital- 
creating industries.** These are the very industries we have called pro- 
ductive-use consumers and of which the steel industry is the most nearly 
perfect example. Hence from this standpoint alone, we must expect the 
steel industry to exhibit less of security against stoppages in the mines 
growing out of seasonal shrinkage in demand. 

Other matters also complicate our problem in the case of the steel 
industry. Inability to separate monthly output as well as time losses for 
the consumer-owned mines from the aggregate figures for all mines 


*See U.S. Bureau of Mines, Monthly Coke Report M.C.R. 311 Supplement and Feb. 5, 
1954 Mineral Market Report 2186 (July 1953). 

“The 1946 dispute stoppage in steel was from January 21 to February 15. In part 
concomitant with it was the dispute stoppage in the automobile industry from Nov. 22, 
1945 to March 13, 1946; the steel dispute of 1949 began Sept. 30 and was settled Nov. 11, 
while that for 1952 extended from June 3 to July 24. 

“ Op. cit., pp. 253, 338. 

* Johan H. Akerman, Economic Progress and Economic Crises (London, 1932), p. 42. 
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results in an underestimation of the potential current-transfer existing 
within the commercial sector.’ With regard to the impact of disputes 
upon coal consumption in the steel industry, however, this handicap 
becomes still more serious for the following reasons: (1) the “captive” 
mines in steel have been affected by all major time losses since 1941; 
(2) most of the coal used in the steel industry is special-grade coking 
coal, available only from limited areas. Both of these factors reduce 
the significance of the current-transfer offset factor to very nearly zero. 
Hence examination of stockpile ratios for steel mills and coke plants 
calls for still more careful scrutiny than does reviewing the record for 
other consumers. 

Chart 9 seems the most suitable view obtainable from the available 
materials. The bars showing dispute months are smaller than those of 
Chart 7 because of scale modifications. By lowering minimum time 
losses to 250,000, the September 1945 dispute which accounted for 
290,000 man-days has been included. The September 1945 time losses 
are the only ones that do not appear in the other charts, but a distinc- 
tive shading has been used for the 1945 supervisory dispute, as well as 
for those of 1941 and 1948 known to have been confined to the steel 
companies’ coal mines. All the others are shown as they appear in 
Chart 7 and are called general coal mine disputes. Except that actual 
consumption instead of the deseasonalized figures was used in case 
of the coke plants, ratios were calculated in the same way as in con- 
struction of Chart 7. The black dots outside the chart frame indicate 
emissions of ratios over 450 per cent due to the steel disputes of 1949 
and 1952. 

Still more so than in the earlier case, Chart 9 needs to be read with 
its companions, Charts 3 and 8. Since more than 80 per cent of the coal 
used in steel manufacturing must first go through coke ovens, the full 
picture of the impact of dispute time losses in coal mining upon the 
steel industry requires the combined examination of coal stocks at the 
ovens and the reserves of finished coke. The small time lag between the 
availability of coal at the ovens and of finished coke at the blast fur- 
naces may be neglected. The Bureau of Mines Coke Section reports of 
stocks held by furnace plants, used to construct Chart 8, certainly un- 
derstate the safety reserves of the steel industry since some portion 
of the merchant plant holding is available to steel mills. For our analy- 
sis it is these conservative estimates of coke reserves, the monthly steel 
ingot tonnage (Chart 8), and the coal ratio for the by-product coke 
ovens (Chart 9) which are considered most significant. 

Putting together the observations of these three items for the period 


* Christenson, op. cit., pp. 519, 546. 
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before 1945 yields nothing new. It is the same pattern of complete 
security from disturbance by coal mine disputes which has already been 
seen for market-access consumers. Its repetition, even with slightly 
different details, would prove monotonous, and raise doubts as to the 
merits of giving these direct-access consumers any special attention. 
Such doubts, however, recede as the 1945 record is examined and dis- 
appear entirely when the disputes of later years are re-examined. 

Understanding of 1945 requires re-emphasis on its character as a 
reconversion year, and also upon the peculiar position of steel in the 
reconversion process. It would probably be correct to say that more 
than any other single industry—unless it might be aircraft manufacture 
—the steel industry felt the full force of reconversion. The effect was 
a gradual one, however, and steel production remained high during 
the first quarter of the year although slightly lower than during the 
corresponding months of 1944, The scattered time losses of April and 
May appear not to have disturbed steel production in any way. 

The supervisory disputes of September and October were different, 
as they directly affected the steel-owned mines. Although September 
involved only 290,000 man-day losses, after spreading to other mines 
the recorded losses in October were over 3 million man-days. Stockpile 
ratios at coke ovens which, except for a few midyear months earlier and 
the high production war year 1944, had never been permitted to fall 
below 75 per cent, sagged from 78 per cent at the beginning of 1945 to 
barely 62 per cent by September 1 (Chart 9). The rise to 84 per cent at 
the beginning of October was due to a drop in coke-oven consumption 
for that month rather than to any augmentation of coal supplies. Thus 
one may surmise that a part of the reduction in steel tonnage in October 
1945 was a result of the coal shortage growing out of the supervisory 
dispute of that month. 

The first point in analyzing 1946 is that the high stockpile ratios of 
January and February (steel mills, January—128; coke ovens, Feb- 
ruary—139) resulted in part from the reduced coal consumption be- 
cause of the steel disputes. However, the growth of absolute volume in 
coal stocks while the mines were working and steel plant operations 
were reduced drastically, was very substantial. First-of-month coal 
stocks at steel mills rose from 600,000 tons for January to over a mil- 
lion tons by April, and coke-oven coal stocks advanced from just under 
5 to 8.2 million tons in the same period. The figure in both cases was the 
highest for that month since the banner year 1943. Applied to April 
deseasonalized consumption for steel mills and to the coke oven actual 
consumption, these stockpiles represented ratios of 130 and 148 per 
cent respectively, in spite of the return of steel production to 83 per cent 
capacity in March. Drastically reduced coal mining, because of 7.5 
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million man-day losses during April, left steel plants and coke ovens 
with approximately half as much stocks beginning on May 1 as they 
were holding at the close of the first quarter. But the dispute in coal 
continued through the second month, and May involved almost as 
large man-day losses as April. The May 1 stockpiles, in ratio terms, 
were favorable (104 in steel mills, and 115 per cent in coke plants) 
only because of a sharp drop in coal consumption during May with a 
concomitant fall in steel output to just under 4 million tons. The res- 
toration of some mining during May was insufficient to prevent a still 
further reduction in stocks, and June opened with steel-mill storage 
under 500,000 tons and coke-oven supplies of 2.5 million, the lowest 
on record for the entire twenty years. Finished coke reserves at furnace 
plants, after climbing during the first quarter to just under a million 
tons, were down to less than 300,000 tons by June 1, which also rep- 
resented a twenty-year minimum. All these elements suggest that the 
immediate impact of the disputes of April-May in 1946 brought 
reduction in current steel output. 

However, it seems inappropriate to attribute any of the drop in steel 
production during November and December to coal-mine stoppages in 
these months. The rise in the ratios, during the last half of 1946 is 
reliable. If one overlooks the huge reserves on April 1, coal stocks at 
steel mills and ovens as well as finished coke at furnace plants, both on 
November 1 and again on December 1, represented almost the largest 
absolute tonnages held during any months of the year and were 
adequate to have supported a considerably larger steel output had it 
been called for. Probably the same can be said for the coal supplies 
available at midyear both in 1947 and in 1948. This was true even 
though the July dispute of 1948 was concentrated on steel company 
mines. 

We cannot be so confident that shortage in coal supplies made no 
contribution to reduction of steel output in April of 1948. While our 
stockpile ratios at the beginning of both March and April were some- 
what over 100 per cent, it must be remembered that steel production in 
the first quarter of 1948 was running at about 7.5 million tons monthly. 
Therefore continuing large coal supplies were essential to maintain 
such ratios. Moreover, although the dispute losses in the coal mines 
were not as large as those of early 1946 they still were over 4 million 
man-days in each of two months. The first of these was March, which 
tends to be the peak of steel production and therefore also is the month 
when high consumption makes accumulation of coal reserves difficult. 
Coal stocks at coke plants of 8.8 million tons on March 1 became 7.4 
by April, and 4.3 on May 1. A part of the reduction in steel tonnage 
from 7.5 million in March to 6.3 in April, therefore, may have to be 
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charged to this shrinkage in coal supplies which grew out of the time 
losses in the mines during those two months. 

The three months, October 1945, May 1946, and April 1948 are the 
only ones in the entire twenty-year record when there may be strong 
reasons for concluding that some impairment of coal consumption and 
hence of current steel production resulted from stoppages in the 
bituminous mines. However, even with this conclusion established it 
does not follow that there was a forced reduction in ¢ota/ steel tonnage 
if one grants the possibility of production shifts through time. As direct- 
access and productive users of coal, steel mills, with subsidiary coke 
ovens, appear as the most conservative of all industrial consumers in 
the maintenance of reserve stocks, except railroads. This is partly 
because for direct-access consumers the most economical storage is to 
leave coal where nature put it. The other side of the story, however, is 
that a productive-use consumer may have the alternative of storing coal 
as a semifinished product. Hence the immediate rational adjustment to 
anticipated interruption in supplies may be to move all available coal 
through the coke ovens and also perhaps augment steel ingot tonnages 
as well. One needs to think of a blast furnace not merely as using up 
coal but also of putting it into steel. The anticipatory time-shift form 
of the offset factor on the coal production side then becomes expanded to 
include advances in steel output by productive-use consumers. 

However, even such advance steel production might not be adequate 
to provide complete protection from reduced coal supplies if disputes 
extend beyond a single month. But this is the very situation to which 
the retroactive feature of the time-shift form of the offset factor is 
applicable. This retroactive feature is of no significance to final-use 
consumers. No one would claim that large coal supplies for household 
heating during the mild month of May are effective compensation for 
having endured shortages during bitter winter months. But increased 
steel production in May can make up for reduced output in April 
especially if fabricating plants can be furnished with extra inventories. 

An important element of this argument is the fact that even during 
boom periods, steel plants rarely operate at calculated full capacity. 
“Full employment” in the tremendously productive American economy 
does not mean continuous employment of all workers in every industry, 
and it is a fantasy to claim that what is not produced today cannot be 
produced tomorrow simply because we do not know how to measure the 
exact amount of tolerance. 

Although we must be content with something less than conclusive 
proof, fortunately the record does permit a demonstration of the 
reasonableness of this view. If we re-examine the record for our three 
identified months, the following picture is revealed. Steel was at 69, 52, 
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and 80 per cent of capacity in October 1945, May 1946, and April 1948 
respectively. For October 1945 this represented absolute output of 5.5 
million tons. In spite of the fact that the supervisory dispute had 
already begun, the tonnage for September was almost 6 million and 
significantly above that for August. Moreover, after the conclusion 
of the dispute, the swift rebound in coal supplies and consequently in 
steel production made November close with steel output of almost 6.3 
million tons or about 5 per cent above that for September. Had it 
been possible to interchange the production figure of September with 
that of October, the year 1945 would have shown a typical seasonal 
pattern with primary and secondary peaks in March and November, 
respectively, a main summer trough coming late, with another in 
December, and the whole skewed by the slow downward course of 
reconversion. Hence it becomes plausible to say that the supervisory 
disputes of 1945 did not reduce steel production at all, but perhaps 
they did shift the monthly timing. 

The 1946 case is complicated by the fact that the dispute in the 
steel industry itself during January and February meant operations of 
50 and 20 per cent of capacity respectively in those months. However, 
the output in March passed 6.3 million tons; higher than in any of the 
last six months in 1945 except July. Even though coal production during 
April came as near to a complete stoppage as it has ever done before 
or since, steel tonnage (5.9 million) almost reached that of March. But 
for reduced operations at the beginning of the year, April steel produc- 
tion might have been regarded simply as the spring retreat following 
the normal primary peak in March. It was, however, the continuation of 
the coal dispute through a second month that forced reliance upon the 
retroactive feature of the offset factor. The rapid rise of steel output 
following the settlement of the dispute disregarded the customary 
summer trough and continued upward month by month until November 
(Chart 8). 

The contention that reduced output in April 1948 was counter- 
balanced by increases for other months of the year is sustained more 
easily. The spring 1948 coal stoppages extended through two months 
beginning in the middle of March and extending to the middle of April. 
In magnitude of time loss they were only a little more than half as 
large as those of 1946 and there was clear advance notice of them 
early in February.*’ Furnace-plant coke stocks on March 1 reached 
the largest absolute quantities since the closing months of 1946. In 
this setting the steel plants operated closer to full capacity operations 
during all three months of the first quarter—including the major dispute 


**See Colston Warne, Labor in Postwar America (Brooklyn, 1949), pp. 384-85. 
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month of March—than in any other first quarter since the banner war 
years 1942-44. Thus the view that depletion of the large coal and coke 
reserves by keeping steel mills operating at 95 per cent of capacity 
during March amounted to creating 7.5 million tons of ingots as 
embodied coal is thoroughly consistent with the facts. 

Not only was first-quarter production large enough to make possible 
tolerance of more than customary spring shrinkage in April; also the 
rebound after resumption of coal mining was very fast. May production 
was back to the March volume and all the other months for the rest of 
the year—including the July vacation period—showed the same kind 
of superiority over the corresponding months of the earlier postwar 
years as had been exhibited during the first quarter. Certainly this 
cannot be regarded as positive proof that, had there been no reduction in 
April output, total annual production in 1948 would not have been still 
larger than it was. But a more qualified conclusion does seem reasona- 
ble; reduction of steel output to 80 per cent of capacity in April was 
made up for in large part by operating at considerably above 90 per 
cent for most of the other months of the year. 

A minor addendum is called for concerning the steel industry and the 
large time losses during 1949-50. The growing volume of furnace-plant 
coke reserves along with concomitant fall in coal consumption at the 
coke ovens during 1949 can be seen clearly in Chart 8. They furnish 
conclusive proof that the disputes in the coal industry could have had 
no responsibility whatever for falling steel production. Even the con- 
tinuation of dispute time losses into 1950 would have failed to reduce 
huge reserves to customary levels but for the sharp increase in steel 
output at the turn of the year (Chart 8). There remains only a faint 
possibility that the large time losses of February 1950 may be assessed 
with some responsibility for the slight reductions in February-March 
steel output (7.3 million tons for each of these months) below the 
January level (7.8 million). If such a charge were considered seriously, 
reliance on the retroactive feature of the offset factor furnishes more 
than adequate reply; both April and May steel production reached 
higher levels (approximately 8.3 million in each month) than obtained 
during any other months in what later came to be known as the year of 
Korea. 


IV. The Totat ANALysis: Seasonality, Compensatory 
Reserves, and the Offset Factor as Consumer Shelter 


A. Omitted Items. This analysis covers approximately 75 per cent of 
the coal consumption. However, there is the possibility of some in- 
dividual hardships within our separate groups which could not be 
identified by methods used in this study. Suppleniental examination, 
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while yielding no conclusive evidence, suggests that allowance needs to 
be made for the possibility of consumer inconvenience in some in- 
dividual cases.** Moreover, it would be a mistake to assume that the 
remainder of total consumption is unimportant. The omitted 25 per 
cent is made up of cement plants, the foreign buyers—including ship- 
ping companies—and domestic buyers purchasing through retail yards. 
Little information is available as a basis for estimates of the foreign 
buyer requirements or of reserves available to meet them. Lack of 
information must also restrict the conclusion about the position of 
the consumers who rely on retail yards. Records permit only the 
crudest guesses of coal accumulated in household bins during the 
summer and fall months. Review of estimated stocks of the retail 
dealers barely touches the problem. Neither do available materials 
permit construction of any very satisfactory seasonal index of house- 
hold consumption. Simple average calculations of seasonal movement 
of recorded retail deliveries during the years 1942-50 show July as the 
trough and February as the peak months with the range from 68 to 148. 
Probably the actual range in household consumpticn is much wider than 
these figures suggest. In general, it is reasonable to say that since the 
timing of labor disputes has in the past come when requirements of 
final-use consumers have been falling sharply it is extremely doubtful 
that they have contributed to any impairment of the consumption 
patterns. 

The cement mills represent a small group of productive-use con- 
sumers whose seasonality is definitely out of phase with other industrial 
patterns. This should tend to make them vulnerable to the spring inter- 
ruption of deliveries. However, relative to the total demands of in- 
dustrial users their requirements are small; their peak demands come 
when they meet with a minimum of competition for the services of the 
mines, and if there were small curtailments in spring cement production, 
the retroactive feature of the time-shift form of the offset factor would 
be especially applicable. 

B. The Combined Meaning of the Analysis. Apart from the men- 


“Tn response to direct inquiry, communications were received from public school officials 
in the following states: Conn. (1), Colo. (1), Ill. (5), Md. (2), Mich. (1), Va. (5), Utah 
(1). The replies are almost all to the effect that they have no evidence of stoppage oi 
school service because of coal shortage. The notable exception is the case of four teachers 
colleges in Illinois required to curtail operations during February 1950 by government 
order. However, the official of one of these colleges wrote: “Our situation was such that we 
would have had or could have obtained by paying premium prices, enough coal to have 
continued operations, had it not been for the Governor’s order” (letter to the author dated 
Aug. 24, 1953). Special inquiry concerning positions of four large electric utilities indicate 
minor curtailment of service because of coal shortage at least in one case. “The electric 
service to only a few large industrial customers was curtailed to a very minor degree and 
for about a week in Feb. 1950” (letter to author Aug. 20, 1953). 
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tioned omissions, this study has examined the impact which interruption 
in mining associated with labor disputes has had upon coal consumers 
over the period of two decades. Analysis of the monthly records for the 
entire period indicates no disturbance in consumption patterns for 
market-access consumers chargeable to coal mine labor disputes. This 
has been in part because the productive power of the bituminous coal 
industry has been great enough to permit reliance upon the anticipatory 
feature of the time-shift form of the offset factor. In part, however, it 
has also been due to the fact that most of the coal disputes have been 
synchronized with reductions in consumer requirements, Combination 
of these two elements insured the adequacy of compensatory reserves. 

The case seems somewhat different for the steel mills, but the special 
character of their position does not become evident until after 1944. 
Prior to that year compensatory reserves were complete protection and 
reduced steel output could not properly be charged to lack of coal 
supplies. If one regards the level of current steel production for those 
specific major-dispute months after World War II as the critical test, 
there may have been cases of impaired coal consumption. Specifically 
they are those of April-May 1946, possibly those of March-April 1948, 
and more doubtfully those of September-October 1945. 

However, the mere test of reduction in current steel output is in- 
sufficient. The extension of the theory of the offset factor to steel mills 
gives a more complete understanding of the actual impact of coal-mine 
labor disputes upon such consumers. A part of the compensatory 
reserves of such consumers is in the form of their own semifinished 
products. Moreover, by contributing to the creation of consumers’ 
durable goods, they can transfer the retroactive feature of the time-shift 
offset factor in the coal mines to their own production. In its present 
form, this application of the theory of the offset factor to productive- 
use coal consumers cries out for further testing through a detailed 
examination of changes in durable goods inventories. 

Although the applicability of the retroactive feature of the time-shift 
form of the offset factor to productive-use coal consumers is an im- 
portant question, its significance in the coal disputes since World War II 
is limited to only a few cases. The largest reductions in steel output, also 
in consumption by coke ovens, have resulted from general recession 
forces or from labor disputes in the steel industry itself. The changes 
in coal consumption which occurred when there were coal mine 
stoppages appear as little more than mild monthly fluctuations which 
are only the vestigial remains of a seasonal pattern that has almost 
been “swallowed up” by the generally expanding output since the close 
of World War II. 

Two main conclusions then emerge. First, compensatory reserves 
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have always been adequate to shelter market-access consumers. Second, 
even for the largest productive-use consumer such reserves have usually 
been adequate, but in special cases the application of the time-shift form 
of the offset factor furnishes rational support for the view that total 
coal consumption and therefore steel production has not been reduced. 

The long route of this study has given no glimpse at the course of 
miners’ wages. Neither has there been more than implied reference to 
the question of the relation of labor disputes to the price of coal and 
of substitute fuels. These are important parts of the economic problem 
of labor disputes in coal mines which require further study. But to 
have found the solution to one element of the problem, if indeed that has 
been done, has a value of its own. Moreover, it has the important 
collateral quality of sharpening the focus of the still unsolved elements. 
To use Emerson’s words, “The field cannot be well seen from within the 
field. The astronomer must have his diameter of the earth’s orbit as a 
base to find the parallax of any star.” 


| | 


SPATIAL AND LOCATIONAL ASPECTS OF 
METROPOLITAN LABOR MARKETS 


By GOLDNER* 


In the decade since the second world war, there has been increasing 
awareness of the complex internal structure of local labor markets. 
Stemming originally from attempts to reconcile wage theory concepts of 
equilibrium with empirical findings of wage rate diversity, the notion 
that “noncompeting” groups face barriers to employment other than the 
limits set by workers’ occupations has been widely studied. The 
attempts to identify these submarkets within the over-all structure of 
the labor market have been partially successful. An extensive series 
of labor mobility studies has accumulated and in many of these 
analyses, empirical data support the hypothesis that immobilities have 
occupational, industrial, geographical, and other socio-economic bases.* 

Although these findings pervade all studies, in most cases the link 
between the empirical results and wage theory has been far from 
explicit. In addition, much more attention has been paid to occupational, 
industrial, and interarea mobilities and immobilities than has been 
focused on intraarea spatial barriers. The internal geographical ar- 
rangements of the labor market complement and reinforce the occupa- 
tional and industrial boundaries that have been found to exist in local 
labor markets. The primary purpose of this paper is to point out the 
significance and implications of this neglected source of labor im- 
mobility. 

This paper serves a second purpose, and it comes as a joint product 
of the analysis, by defining in clear detail the nature of labor market 
boundaries. What are the outer limits of a labor market? How ex- 

* The author is assistant professor of business administration at Bowling Green State 
University. In this prefatory footnote, he would like to reiterate his thanks which already 
have been expressed verbally to M. S. Gordon, J. W. Garbarino, D. L. Foley, J. Cohen and 
J. E. Lulofs. They have taken time to point out many inconsistencies and oversights in the 
original draft. 


*A partial list of these studies should include: C. A. Myers and W. R. Maclaurin, The 
Movement of Factory Workers (New York, 1943); L. G. Reynolds, The Structure of 
Labor Markets (New York, 1951); C. A. Myers and G. P. Schultz, The Dynamics of 
a Labor Market (New York, 1951); G. L. Palmer, Labor Mobility in Six Cities (New 
York, 1954); C. Kerr, “The Balkanization of Labor Markets,” in E. W. Bakke and others, 
Labor Mobility and Economic Opportunity (New York, 1954), pp. 92-110. 


114 THE AMERICAN ECONOMIC REVIEW 


tensive or how narrow are these limits in the spatial dimension? And 
who is responsible for their alignment?’ 

The general approach is as classical as supply and demand determin- 
ing price. Generalizations which can be made about the spatial arrange- 
ments of business and commercial establishments provide the premises 
as to the basic locational pattern of demand for labor. Confronting these 
premises is another set gleaned from analysis of the spatial preferences 
of workingmen. The supply of labor is some function of these prefer- 
ences. The reconciliation of these generalizations expresses itself in 
certain characteristics of the journey from home to work and results in 
a detailed hypothesis regarding submarkets and market boundaries. 

Workers’ locational preferences are not a unique and independent 
portion of the totality of the workers’ labor-market preferences. A 
related set of propensities are those involving workers’ choices between 
labor and leisure. Obviously, the patterns of locational preferences, 
involving the places at which the worker is willing to work, and how he 
gets there from his residence, also involve the time spent in the journey 
to work. The relation of work, commuting time, and leisure time, are 
therefore integrally related as elements determining the workers’ prefer- 
ence patterns. In addition, the pervasive influence of occupational and 
industrial attachments in affecting and limiting the job choices that the 
worker is willing or able to make must be considered. The total of all 
factors which affects the workers’ preferences in the labor market is an 
aggregate of many interdependent variables. 

The problems of workers’ locational preferences are not to be dis- 
missed as being too complex for any logical summarization. Systematic 
and predictable aggregation of these preferences is evident in several 
empirical studies of the journey to work and these very studies are the 
stimulus for this elaborate hypothesis. It must also be made clear that 
this discussion does not involve what is commonly called geographical 
mobility, i.e., the movement of manpower from one local labor market 
to another. It is primarily concerned with intramarket movement, 
particularly, the discernible patterns of that movement, and the con- 
sequences of these patterns to labor-market and wage-determination 
theory. 

I. The Model of the Urban Center 


The metropolis used as a model in this analysis is an abstraction, 
departing from reality in many ways. Yet, when we consider that there 


*The empirical counterparts of these theoretical questions regarding labor market 
boundaries are raised in N. A. Tolles and R. L. Raimon, Sources of Wage Information: 
Employer Associations (Ithaca, 1952), pp. 289-90. The quotation from an anonymous 
employer association official on page 290 is a striking confirmation of the argument pre- 
sented in this paper. 
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are underlying economic forces operating in allocating land uses, it is 
not surprising to find certain generally recurring elements in the spatial 
structure of a metropolitan area. 

Actually, there are surprising regularities in the over-ail layout of 
metropolitan communities; and observable patterns of urban growth 
are remarkably similar among most metropolitan centers. Metropolitan 
communities are usually found to have:* 

1. Central business districts, in which specialized trade and service 
functions catering to metropolitan-wide markets are located. These 
functions usually are located at the focus of transportation facilities 
in order that access may be conveniently offered to the whole com- 
munity. 

2. Light industrial and commercial districts, near and surrounding 
the central business district. Warehouses, garages, manufacturers of 
style goods and products of small bulk are typical of this category. For 
industries in this category, such as clothing manufacturing and printing, 
labor is a more important localizing influence than raw materials. There- 
fore, these industries cluster near the focus of transportation and com- 
pete for space with the older residences near the core of the city, 
resulting in hybrid industrial-residentiai areas. 

3. Special industrial districts, almost exclusively devoted to products 
of medium to large bulk, and therefore situated in close proximity to 
water, rail, or highway transportation facilities. These areas are the 
sectorizing influences that frequently are situated not too far from the 
central core of a community, customarily on the opposite side of the 
railroad terminals or waterfront from the central business district. 
Sometimes this area becomes an industrial enclave as community growth 
engulfs and surrounds the industrial district. 

4. Large primary processing plants, also located along water front- 
age, railroad lines, and highways, but farther out along the transporta- 
tion network. Oil refineries and steel mills are typical of this type of 
establishment, with requirements for a large volume of bulk move- 
ments, substantial quantities of skilled and unskilled labor, large areas 
for plant, and a buffer zone between plant and community to dissipate 
smoke, noxious odors, and noise. 

5. Large modern assembly-line factory areas, also located on trans- 
portation facilities, and oriented to large tracts of flat land for single- 
story continuous-flow assembly operations. Examples are aircraft, auto- 

* The classification which follows constitutes a regrouping and synthesis of the discussion 
in E. M. Hoover, The Location of Economic Activity (New York, 1948), pp. 116-41, See, 
in addition, D. J. Bogue, Population Growth in Standard Metropolitan Areas, 1900-1950, 
(Washington, 1953), pp. 18-19 and passim, and D. L. Foley, “Urban Daytime Population: 


A Field for Demographic-Ecological Analysis,” Social Forces, May 1954, LII, 324-25, for 
well-documented insights into metropolitan locational patterns. 
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mobile, and electrical equipment industries. These large plants are the 
sparks igniting the nucleation of decentralized factory areas surrounded 
by residential suburbs. 

6. Convenience goods establishments and neighborhood shopping 
centers, distributed at important intersections and along principal 
streets in all parts of the city approximately in proportion to sidewalk 
and vehicular traffic. Examples are food markets, variety stores, motion- 
picture theatres, eating places, pressing and cleaning shops. 

7. Residential areas of several kinds. Near the central business 
district and competing for space with light industry is the decaying 
core of the older residential area. Land being valuable because of the 
competition of commercial uses, the high property valuations lead to 
use of old residences as multiple dwelling units, with low unit and high 
aggregate return. The modern residential sections are farther out, 
spaced between but not too close to commercial sectors that radiate out 
from the central district. The newest residential areas are on the 
periphery and also may be adjacent to or near large but clean industrial 
plants of the type described in 5. 

This generalized ordering of urban spatial relationships suggests that 
there are systematic influences that affect labor supply and labor 
demand operating out of the identical forces that array the spatial 
relationships themselves. The particular spacing of establishments on 
the basis of the convenience of bulk transfer suggests that industries, 
another way of naming or specifying products or groups of products, 
are a particularly important differentiating factor on the labor-demand 
side. Similarly, the clustering of homogeneous types of residences in 
neighborhoods and districts of the metropolis suggests that certain 
systematic uniformities, such as those based on income, occupation, and 
perhaps industrial attachment, prevail on the labor-supply side of the 
market. A more detailed inspection of these grouping and associative 
tendencies follows. 


II. The Locational Aspects of Labor Supply in Metropolitan 
Labor Markets 


A summarizing concept which aids in describing the patterns of 
workers’ locational preferences is the “normal preference area.” The 
normal preference area of an individual wage earner is that geographical 
area within which he is willing to work at a particular point in time. 
This area is normal in the sense that it is associated with the worker’s 
normal or regular occupation, compensated for at the normally pre- 
vailing or average rate of pay, and assumes the general level of 
economic activity is at some normative level. In abstracting from varia- 
tions in pay level, in working conditions, in nonpecuniary job amenities, 
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and in other factors associated with workers’ selections of jobs, 
the slighting of these items is not meant to diminish their importance. 
As has already been mentioned, workers’ locational preferences are 
only a partial explanation of the whole complex of workers’ prefer- 
ences and the factors which have been discounted have their proper 
place in the constellation of preferences. Later, factors influencing the 
scope and extent of the normal preference area will be considered. 

The normal preference area may have a circular shape, it may be 
elongated if, for example, the transportation network makes certain 
axes of the preference area equal in time rather than distance, or it may 
be highly irregular reflecting idiosyncracies of the worker, or irregulari- 
ties in topography, or other frictions. 

Some elemental characteristics of workers’ locational preferences 
can be seen in a highly abstract model. Let us assume completely undif- 
ferentiated units of manpower, each carrying with itself the appropriate 
mixture of capital and other inputs necessary to produce a unit of 
homogeneous output. Assume further that these units of labor are 
spread with equal density throughout a circular urbanized area. In 
this highly simplified situation, which is intended to abstract from the 
journey to work, work places and residences are uniformily spread 
throughout the labor market in the most unspecialized form, and no 
rational locational preferences may be said to exist. Each worker can 
produce the economic product where he is situated. 

Let us now drop the assumption of occupational homogeneity, but 
still posit that work places are distributed equally throughout the area. 
Under this set of assumptions, small teams of complementary oc- 
cupations would have to form to produce the homogeneous product, 
their work places very close to their residences. Residential districts 
would be occupationally heterogeneous, and by assumption, commercial 
and business establishments would show no tendency to cluster. The 
teams of manpower that cluster together for production purposes would 
have to be larger, the greater the degree of occupational specialization. 
Also, the larger these teams, the larger the average distance to work 
from the equally dense residences to the equally spaced work places. 

Let us now enlarge the size of the team at each work place and see 
what happens. If the degree of occupational specialization is such that 
teams must have 25 workers to be complete, then perhaps all the 
workers on both sides of a city block would have to assemble in the 
middle of the block to carry on their production. If 250 workers are 
required, then workers would have to assemble at a central work place 
from all of the residences in perhaps four square blocks. And if 2,500 
workers were required the area from which they would have to come 
might cover a square mile. We must recall that work places of the 
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same size are springing up throughout the area but it has been postu- 
lated that they are equally spaced and of the same degree of desirability, 
so that there are no rational alternatives. As the sizes of work places 
are increased, the average length of journey to work increases, and 
somewhere in this process, first one and then cumulatively more workers 
will find the progressively longer journey to work burdensome. The 
points at which these crystallizations of dissatisfaction take place define 
the boundaries of the particular worker’s normal preference area. 

Before we return to the concrete generalizations of metropolitan 
locational structure which were previously discussed, it is necessary to 
work out one more concept, the aggregation of normal preference areas. 
Chart 1 will be helpful in clarifying the aggregation procedure. 

Workers in a metropolis have normal preference areas like those out- 
lined in Chart 1.1. Because of the heterogeneity of preferences there 
would be much overlapping. This can be seen along a specific axis aa 
as shown in Chart 1.2. Not all points on axis aa fall within the prefer- 
ence areas of the four workers on the map, and each of the workers 
is available only along a short range of aa. The aggregate number ‘f 
workers available at points along aa can be determined by summing the 
individual preference ranges along aa as shown in the preference profile 
in Chart 1.3. The four workers are available only for a short range rr’ 
on the axis aa. Less than four workers are available as we move toward 
the extremes of the axis. These preference profiles are perfectly gen- 
eralizable because the line aa can be drawn through the mass of prefer- 
ence areas in any direction and through any selected point.* 

Now that the mechanics of aggregation have been explained, let us 
turn to the simplified models which we have previously discussed in 
order to determine the typical cross-section patterns. If individual 
preference areas vary unsystematically throughout, say, a circular 
urban area and occupational differentiation does not exist, then the 
aggregation of preference areas would result in a virtually flat prefer- 
ence profile along any axis of the area, with the frequencies declining 
at the periphery. The edge of the labor market defined in terms of 
workers’ preference areas would be beyond the perimeter of residences 
out to the limits of the outermost worker’s preference area. It is note- 
worthy that this boundary would be at the end of a gradient, i.e., there 
would be decreasing frequencies of workers available as we move out 
from the area-wide flat plateau of aggregated preference areas to the 
edge of the outermost preference area. The boundary of the labor market 

‘The gradient pattern of the preference profile has been confirmed in empirical work by 
J. D. Carroll, Jr., “The Relation of Homes to Work Places and the Spatial Patterns of 


Cities,” Social Forces, March 1952, XXX, 276; and L. F. Schnore, “The Separation of 
Home and Work: A Problem for Human Ecology,” Social Forces, May 1954, XXXII, 338. 


GOLDNER: METROPOLITAN LABOR MARKETS 119 


1.1 Normal preference areas Xe 
of four workers, w, x, y, Z- 
Dots indicate workers’ Ye 
residences. 


1.2 Normal preference range 
of specified workers on axis aa. 


y 
| x 


1.3 Normal preference ranges 
on axis aa aggregated 
into a preference profile. 


a 
CHart 1. AGGREGATION OF WorKERS’ LocaTIONAL PREFERENCE AREAS 


is therefore a function of workers’ locational preferences—of how far 
they are willing to go—in addition to the physical limits of the urban 
area. 

If we drop the assumption of occupational homogeneity, but assume 
that each occupational skill is scattered randomly throughout the area, 
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then the preference profiles would still be flat across the whole of the 
area, with a tapering gradient at the boundaries. This is true by simple 
addition, for we could treat each occupation as a homogeneous factor, 
with results already described. The addition of flat frequencies across 
the whole area would result in a flat aggregate. In this model, a work 
place would have available to it a number of workers, occupationally di- 
versified, equal to the cumulative frequency of the normal preference 
areas that have in common the point where the work place is located. A 
preference profile along any axis passing through the work place loca- 
tion would measure the number of workers on which that establishment 
could draw. And if all work places were the same size and equally 
spaced, the whole labor supply could work without any wage-earner 
working outside his normal preference area. Spacing and size of firms 
would be a function of the density of workers’ residences and the 
randomness of workers’ locational preferences.. 

Let us define locational compatibility as that situation in which the 
aggregation of manpower demanded by the firms in the labor market 
does not exceed the market preference profile at any point. If we may 
change the object of the traditional game of the county fair gambler, we 
are seeking the largest pea that will fit snugly under the walnut shell. 
Such a labor market under our previous assumptions, would consist of 
a galaxy of establishments of equal size, spaced equally throughout the 
area, each plant drawing upon the nearby labor supply to the extent that 
no worker has to go beyond his normal preference area. The size of 
each firm, and of all firms under our assumptions, could increase up to 
that point where one or more workers would have to be drawn beyond 
his normal preference area. In this highly artificial situation, the maxi- 
mum size of firm is subject to the restriction imposed by workers’ 
locational preferences. 

The locational compatability which has just been described is in no 
sense a self-adjusting equilibrium toward which all establishment sizes 
must adjust. It merely defines the degree of adjustment of the aggregate 
workers’ preferences on the supply side of the labor market with the 
aggregation of employment opportunities on the demand side. Work 
places may be smaller in size and therefore not test the limits of the 
workers’ preference areas, or they may be very large and require at 
least some workers to work beyond their normal preference areas. 
Although the availability of labor does affect the size of establishments 
and shortages of labor may constitute a restraint on establishment size, 
other determinants of the size of firm are equally or more important. 
Factors influencing the size of firm are therefore considered to be 
exogenous to this model. 
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III. Factors Associated with the Scope and Extent of the 
Normal Preference Area 


So far we have assumed that normal preference areas, although not 
necessarily uniform, varied in no systematic way, so that in aggregating 
them, a uniform frequency of workers was available at all points in the 
urban area. We will now introduce some variants which logically qualify 
this assumption. 

Normal preference areas conveniently reflect several labor force par- 
ticipation concepts, and therefore make it possible to assimilate into 
our model important features of labor force dynamics. For instance, the 
entry into the labor market of a person who has heretofore been outside 
the market is reflected in an additional normal preference area being 
included in the market aggregate. In like fashion, workers who tradi- 
tionally enter the market during particular times of the year for 
seasonal work may project very narrow preference boundaries during 
the off season, a situation reflecting the fact that they would take a job 
then only under special locational conditions. 

Cyclical fluctuations of the economy likewise reflect themselves in 
the expansion and contraction of the normal preference areas. Normal 
(as distinguished from supernormal) full employment peaks are re- 
flected by smaller preference areas in two ways. First, the greater 
availability of job opportunities is matched by the individual worker’s 
increased expectation of finding one among the many available nearer 
his home. Second, the expansion of particular industries generates 
higher wage levels in these industries, and the coexistence of abundant 
job opportunities and a higher pay scale may induce workers to extend 
their job horizon only slightly or not at all beyond their normal prefer- 
ence areas. For normal pay levels, the preference area must therefore 
be smaller. The inverse of these two conditions during periods of 
unemployment leads to more extensive preference areas. 

Differences in the scope of normal preference areas probably exist 
between men and women workers, and between workers of different 
ages. Persons who are employed probably have narrower normal prefer- 
ence areas than those seeking work. 

One important factor upon which there is empirical information, al- 
though only of fragmentary and suggestive kind, is the locational effect 
of occupation. A study of the journey to work, made in Chicago, shows 
that “the degree of work-residence separation increases as the level of 
occupation rises. . .”* Current weekly earnings, a variable that is highly 

* Chicago Community Survey, “Degree of Work-Residence Separation for Wage and 


Salary Workers: Chicago, 1950-1951,” Urban Analysis Report Number 17 (Chicago, 1953), 
p. 7. 
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correlated with occupation, shows a similar relationship, being associ- 
ated positively with the distance from home to work.® A similar con- 
clusion regarding the relationship between occupational level and the 
distance from home to work can be arrived at, for cruder occupational 
groups, from a study of Los Angeles.’ 

These findings suggest that workers’ normal preference areas increase 
in scope as they move up the scale of occupations. Babysitters seek 
their jobs in the neighborhoods near their homes. Unskilled workers, 
being unspecialized, are more likely to encounter an acceptable job 
nearer to where they live. Skilled workers have to work for employers 
using their specialized skills among a far-flung group of establishments. 
Atomic physicists generally do not have cyclotrons near their houses 
although it is possible that they can better afford to move to or near 
their work locations. 

The influence of methods of transportation on the scope and extent of 
normal preference areas also must be considered. The journey to work 
is compounded of factors integrating time, distance, transportation 
costs, and convenience into a complex set of disutilities. Fast, con- 
venient, inexpensive public transportation is conducive to more exten- 
sive preference areas. If the transportation network is slow or uncom- 
fortable, the preference areas may contract. Furthermore, if there are 
places out of contact with the means of transportation, dead spots 
within the normal preference area may arise. Most important are 
changing fashions in means of transportation, particularly with regard 
to the automobile.* Increasing proportions of the work-force are using 
individual cars to drive to work. This provides much greater variability 
of work-residence transport routes, and also may be faster and more 
convenient, although it may not be cheaper. Certainly, the use of the 
automobile is the culmination of a trend which has been operating for 
at least a half century toward faster, more flexible, more variable, more 
comfortable transportation between home and work. The concomitant 
result for our analysis is a secular broadening of many normal prefer- 
ence areas. 

Finally, and perhaps most important, is the influence of union rules 
on normal preference areas. Union rules may affect the worker’s 
normal preference area directly or indirectly.’ Although there are varia- 

* Ibid., p. 10. 


*E. Shevky and M. Williams, The Social Areas of Los Angeles (Berkeley, 1949), 172 pp. 
A simultaneous scanning of Fig. 9, facing page 36, which shows the locations of industrial 
and residential districts in Los Angeles and Fig. 11, facing page 40, which shows the pre- 
dominant occupational group in each census tract, provides a striking reinforcement of the 
relationships mentioned here. 

* Bogue, oP. cit., p. 18. 

"The complexities of this problem of institutional influences on the boundaries of labor 
markets and submarkets is authoritatively discussed in Kerr, of. cit. 
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tions and complexities, craft unions, particularly those of the building 
trades, foster a uniformity among preference areas for all who are 
admitted to membership. In some cases, this may be accomplished by 
making membership more difficult to achieve for workers from outside 
a specified city or county or district. Sometimes, the normal preference 
area is formalized by the provision for premium pay for work outside 
a specified geographical area such as a city or county or an area over 
which the union has exclusive jurisdiction. But it is logical to assume 
that the satisfaction of preference for the craft union member is taken 
into consideration in the setting of the union wage rate. Not many or 
any union members will find their normal locational preferences in 
conflict with the bargained wage level. 

In addition to the systematic influences on normal preference areas 
from labor-force participation, seasonal and cyclical factors, occupa- 
tions, methods of transportation, and union rules, there are the non- 
normative influences on the normal preference area. A worker will 
extend the boundaries of his preference area if the pay is exceptionally 
favorable, or if the occupation has high status, opportunities for ad- 
vancement, or other special attractions. The exigencies of wartime and 
the pressures stemming from that abnormal psychological environment 
may also lead to broadening of preference areas without regard for 
the influences normally resulting from full employment which have been 
described above. But, in the main, and particularly for industrial wage 
earners, the normal preference area is fairly invariable for a worker 
who has mastered a particular set of occupational characteristics for 
which he has an expectation regarding the appropriate rate of pay, 
during a period of economic stability. 


IV. Locational Incompatibility in the Labor Market 


We are now ready to examine the pattern which results from the 
weaving together of the threads of the preceding argument. From the 
abstract and summarized description of an urban center, we will try to 
generalize the contours which reflect the spatial pattern of aggregate 
demand for labor. From the patterns of residences are obtained sum- 
marizing premises regarding the home location of the labor supply, and 
from the theorizing about normal preference areas is obtained the logic 
of their interrelationship. 

In trying to summarize the spatial organization of labor demand, it 
is fortunate that we are not confronted with the preference areas of 
particular firms. The location of the firm’s labor demand is at the 
factory entrance and, therefore, the locational distribution of com- 
mercial and industrial establishments defines the spatial pattern of 
labor demand. By analogue to our preference profiles, we can form the 


124 THE AMERICAN ECONOMIC REVIEW 


shape and cross-sections of labor demand along specified axes. Across 
the whole area of the city are neighborhood clusters of decentralized 
special-service areas. This layer of labor demand is roughly proportional 
to the neighborhood volume of local traffic. 

Along the main thoroughfares, arteries, highways, and railway lines 
pointing toward the core of the city are strings of business firms, which, 
superimposed upon the nearly flat shape of the aggregate demand from 
decentralized services, create ridges of demand, like the arms of a star- 
fish, in some radial arrangement. As we approach the core of the city, 
the increasing number of light industries raises the demand contours, 
and when we incorporate the extraordinarily high concentration of busi- 
ness firms in the central business district, we have a demand mound.” 
The mound has a marked peak at the central business district, sur- 
rounded by the declining demand profile of the central business district 
periphery, and finally branching out into several radial arms, all super- 
imposed oa a roughly flat (if anything, it would tend to peak at the 
center, too) base of generalized neighborhood labor demand. 

We also have to incorporate into this structure those special decen- 
tralized nuclei of large plants or clusters of plants on the radial arms 
or near them, which would reflect themselves on the demand mound as 
subpeaks of demand. 

Piecing together the elements of the labor supply mound constitutes 
a difficult but not insuperable problem. Keeping in mind that the 
preference areas of low-skill workers are not as extensive as those of 
higher skills, we find that the lower skills are also concentrated closer 
to the center of the urban area than are the higher skills. The combined 
effect of these factors creates a peak at and near the central business 
district and a fairly sharp decline in the preference profiles as we go 
toward the area perimeter. Those occupations which reside near the 
periphery of the area being of higher skills have wider preference areas, 
extending all the way across the central district and perhaps across to 
the other side of the city. But the clustering effect of narrow preference 
areas among workers of low skill, and the concentration of these 
workers in older residential districts nearer to the center of town 
creates a peak in the labor supply at the central area with diminishing 
availability as we go toward the outskirts of the community. If the 
business and commercial radials are also bordered by workers’ resi- 
dential districts, then the aggregate supply mound will have rounded 
branches radiating from the center. 

In a compactly distributed city of small or medium size, it is probable 
that the aggregate of employments can be filled without violating the 
boundaries of workers’ normal preference areas. Individual firms will 


* Specific data suggestive of this concept are graphed in Carroll, of. cit., p. 276. 
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fill their labor requirements with those workers who find the firm within 
their normal preference areas. The nonnormative influences mentioned 
at the end of Section III above will not have to be brought to bear in 
order to effect fairly rational adjustments between the locations of the 
labor supply and the labor demands. The problems of labor recruitment 
for plant personnel offices in such communities will not be particularly 
difficult to solve. 

For larger and more sprawling urban communities, the residential 
concentration of low skills generates abundance of supply in some 
locations and deficiency of supply in other places, when consideration 
is given to locational preferences.** The deficiencies of labor supply 
can most clearly be visualized at the central business district and, in 
some cases, at the periphery of the metropolis. The deficiency in the 
downtown center is the result of the extreme concentration of metro- 
politan services with their large and intensified demand for labor 
measured against a labor supply curtailed by the workers’ locational 
preferences for jobs farther out from the center of the city. On the out- 
skirts of the metropolis, individual plants and business centers may 
mushroom in size, exerting a need for manpower that exceeds the thinly 
distributed labor supply nearby. Furthermore, the peripheral locations 
of the plants may lie beyond the bulk of the preference-area boundaries 
of workers who live closer to the center of the community. 

Abundance of labor may occur in areas surrounding the central busi- 
ness district and along the industrial and commercial radials leading 
out of the city’s center, primarily because of the concentration of 
workers’ residential quarters in the less expensive and often decaying 
areas immediately adjoining the industrial districts and commercial 
sectors. 

The problem of plant labor-force recruitment under these varied 
conditions becomes more difficult, and intensive efforts to attract 
workers might have to be made. The increasing distances created by 
the enlargement of the city, and the necessity of large plants to tap 
ever-widening sources of labor supply are two variables which run 
counter to workers’ locational preferences. Thus, plant size and city 
size are the primary determinants of locational incompatability. 


V. Implications 


The consequences of the lack of compatability between labor supply 
and labor demand, when the workers’ locational preferences are con- 


“ Although his analysis does not incorporate the concept of normal preference areas, the 
excess of jobs at the central core of the community is observed by Carroll, of. cit., p. 280, 
as follows: “Job density . . . will be expected to show a .. . declining density with distance 
from the center. However, we may expect greater central concentration and a more rapid 
decline in density than in the case of residential distribution.” 
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sidered, are several. The key factors operating in those situations in 
which workers’ locational preferences tend to be incompatible are large 
plants and large-size urban centers. To adapt to this incompatability, 
higher plant wage levels act to broaden the workers’ preference area 
and therefore draw workers beyond the limits of their normal locational 
preferences. In theoretical terms, this means that labor supply curves 
to firms subject to locational disequilibrium would be relatively less 
elastic beyond a certain point. Small and medium-size communities 
with compatible distributions of industrial and commercial establish- 
ments of moderate size may operate within the limits of the locational 
compatability which has been described, and no pressures (via wage 
differentials) to force the broadening of workers’ normal preference 
areas may exist. Such communities may have relatively little wage 
dispersion for given skills and the aggregate wage level would not be 
subject to the special influences stemming from locational incompat- 
abilities. 

Large plants in small or medium-size communities may or may not 
create locational incompatability depending on the plants’ specific lo- 
cations and the relationship of plant size to the available area labor 
force. Dispersion of wage rates may therefore be large or small, and 
wage levels might be normal or higher than normal. In communities of 
sizes small enough that every worker’s preference area covers the 
whole business area, and this may very well be true for compactly 
spaced communities of up to 200,000 population, locational preferences 
probably do not effectively operate to influence the labor supply curve 
to the firm.” 

The conjuncture of large metropolitan centers and plants of different 
sizes leads to several interesting alternatives. Plants of small or medium 
size are in a preferred position when they are in clusters small enough 
not to tax the limits of the workers’ preference areas that touch upon 
their industrial sites. It is not uncommon to find wage levels tapering 
off toward the outskirts of a large urban center under such circum- 
stances. But larger decentralized clusters of small and medium-sized 
plants may create points of locational incompatability and employers in 
those plants also may have to take measures to draw workers beyond 
the limits of normal preference areas. Small or medium-size plants in or 
near the central business district are part of the aggregate labor demand 
of the downtown area and may pay equivalent area wage scales, or pay 
slightly lower scales if differentials in worker efficiency are acceptable. 

Large plants in metropolitan centers almost certainly tax the limits 
of the available supply of labor, taking into consideration preference 
areas. If these plants locate on the outskirts, their labor requirements 


* Cf., Reynolds, op. cit., pp. 41-42 and 227-28. 
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will in most instances exceed the available work-force, and if these 
firms add their needs to the cumulative requirements already existent 
in or near the central business district, they will contribute to the al- 
ready existing locational incompatability. Thus, in large metropolitan 
centers, wage dispersion will be greater, and average wage levels higher 
because of the operation of workers’ locational preferences. 

This analysis has aprlicability for industries, too, for it suggests 
that industries characterized by large plants may have higher average 
industry wage rates. The fact that the occupational wage rates in 
manufacturing exceed those of all other industry divisions, with the pos- 
sible exception of public utilities, seems to be consistent with the sig- 
nificance of the establishment-size variable in this analysis. 

A second set of implications from this analysis relates to the spatial 
limits of the labor market. As was described in Section IT, the aggrega- 
tion of workers’ preference areas results in a mound which tapers off 
beyond the boundary of the urban area. The limits of the labor market 
are therefore not physical, but rather are established by the value 
judgments of workers. Similarly, influences which expand or contract 
the bounds of the workers’ preference areas affect the labor market 
boundaries. Finally, it is likely that some normal preference areas 
cover every habitable area, meaning that the real limit—the point 
beyond which no labor is willing to go—does not exist. Labor market 
boundaries are therefore arbitrary, flexible, and shift with time and 
economic circumstance. Conceivably, there even may be normal 
preference areas of rural workers that overlap into the urban area. 
These preference areas may be of a completely different size and type 
from those which have been described here, but their existence also im- 
pinges on any fixed and rigid concept of labor-market boundaries. 

In empirical terms the external limits of the labor market should be 
conceived as existing well beyond the built-up area of the city, of being 
subject to changing influences in time, of differing among occupational- 
skill levels, and of being arbitrarily determined in the sense that a few 
workers’ preference areas will exist at and extend beyond the arbitrarily 
established limit. 

A third consideration that stems from this analysis is that a simple 
count of the labor force in the whole of an arbitrarily defined labor 
market may be extremely misleading with regard to labor availability. 
This will be particularly true in large metropolitan centers, or where 
large plants abound. Thus, the classically deduced cautions against 
simple aggregation of labor demand schedules** must be augmented by 
similar warnings regarding the aggregation of labor supply. 


"A.C. Pigou, The Theory of Unemployment (London, 1933), pp. 61-76; and A. C. 
Pigou, Lapses from Full Employment (London, 1945), pp. 38-56. 
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Fourth, the fact that normal preference areas (and other manifesta- 
tions of workers’ preferences) vary with occupation, merits some 
further examination. Most important, these findings have significant 
implications for wage differentials between skilled and unskilled 
workers. May it not be that American skill differentials, which are much 
wider than comparable European counterparts, reflect the peculiarly 
American dependence on the automobile, on the privately owned in- 
dividual dwelling, and on the differing scope and extent of workers’ 
normal preference areas. North European cities have much more mass 
housing and many multi-unit residences, frequently concentrated in 
workers’ districts. In addition, the automobile has no place in the 
European factory worker’s budget. An empirical investigation of Euro- 
pean metropolitan patterns of workers’ locational preferences might 
start with the hypothesis that these patterns are more uniform than 
their counterparts in the United States. 

Finally, the pattern of workers’ locational preferences offers sig- 
nificant implications for the organization of employment service offices. 
Choosing among the alternatives of establishing placement offices on 
an industry, occupational, or general job coverage basis is an important 
organizational problem. If placement offices accepted the objective of 
facilitating contact by job-seekers, then the offices might properly be 
located in or near the residential sections of the metropolitan area. The 
clustering tendencies of workers in residential districts would auto- 
matically provide a locational basis for occupational specialization and 
at the same time facilitate the mass servicing of those seeking employ- 
ment. Whether these advantages outweigh other considerations in lo- 
cating employment offices is beyond the scope of this paper. 


ORGANIZATIONAL STRUCTURE AND PRICING BEHAVIOR 
IN AN OLIGOPOLISTIC MARKET 


By R. M. Cyert J. G. Marcu* 


One of the most common propositions in the literature of organiza- 
tion theory is that a change in organizational structure results in a 
change in operative organization goals.’ To the extent that this is true, 
it should be possible to develop a model that specifies a meaningful 
relationship between significant characteristics of organizational struc- 
ture and some important attributes of organizational behavior.’ 

The theory of price determination in an oligopolistic market situation 
is generally unsatisfactory to economists.’ Typically, neither the level 
of price nor price changes can be explained. The tendency of oligopolis- 
tic firms to change price relatively infrequently in comparison with 
firms in competitive markets has frequently been noted.* While it is not 
maintained here that organization theory can provide the whole, or 
even the major answer, it is the purpose of this paper to indicate some 
of the ways in which such theory can be brought to bear on the problem 
of the price behavior of a firm in an oligopoly market. 


* This paper is based in part on work done under a grant made to the Carnegie Institute 
of Technology by the Ford Foundation fer the study of organization theory. The authors, 
who are, respectively, assistant professor of economics and senior research fellow in admin- 
istration at the Carnegie Institute of Technology, Pittsburgh, wish to express their thanks 
to their colleagues on the faculty of the Graduate School of Industrial Administration and 
to Professor James W. Fesler for their helpful comments on an earlier draft. 

*See, for example, E. Dale, Planning and Developing the Company Organization Struc- 
ture, A.M.A, Research Report No. 20 (New York, 1952), pp. 23-38; H. A. Simon, D. W. 
Smithburg, V. A. Thompson, Public Administration (New York, 1950), pp. 136, 168-172. 
For a study of a specific example, see H. A. Simon, “Birth of an Organization: The Eco- 
nomic Cooperation Administration,” Pub. Admin, Rev., Autumn 1953, XIII, 227-36. 

*For a general discussion of the application of organizational theory to the economic 
theory of the firm, see A. G. Papandreou, “Some Basic Problems in the Theory of the 
Firm,” in B. F. Haley, ed., A Survey of Contemporary Economics, Vol. 2 (Homewood, 
Illinois, 1952). The present paper may be viewed as an attempt to meet the comments of 
E. S. Mason, ibid., pp. 221-22, with reference to the need for specific theoretical examples 
of how the addition of organization theory variables contributes to the explanation of 
firm behavior. 

*See K. N. Rothschild, “Price Theory and Oligopoly,” Econ. Jour., Sept. 1947, LVII, 
299-320. 

*P. Sweezy, “Demand under Conditions of Oligopoly,” Jour. Pol. Econ., Aug. 1939, 
XLVII, 568-73. See also, G. J. Stigler, “The Kinky Oligopoly Demand Curve and Rigid 
Prices,” Jour. Pol. Econ., Oct. 1947, LV, 432-49, 
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Since “organizational structure” and “price behavior’ are am- 
biguous terms, they are defined in Section I. In addition, the develop- 
ment of the model requires the specification of a series of functional 
relations between organizational features and pricing behavior. This is 
done in Section II. In Section III, an example of two ideal-type organi- 
zation models, which under our hypotheses will exhibit distinctively 
different price behavior, is presented, and the implications of the paper 
are illustrated by an application to a classical problem in economic 
theory. Finally, in Section IV, a program for empirical analysis is in- 
dicated. 

I. Definition of Variables 


The approach taken here should not be viewed as challenging the 
basic variables that have been treated as price determinants in economic 
theory. For firms operating in a perfectly competitive market, for ex- 
ample, nothing discussed in this paper has much relevance. The position 
taken is that the firm’s perception of the market and the firm’s percep- 
tion of its capabilities for action are both affected by its own organi- 
zational structure. Given significantly different organizational struc- 
tures, two firms facing the same external market and using the same set 
of variables in decision-making will exhibit substantial differences in 
price behavior. 

Price behavior is defined in terms of three characteristics: (1) Fre- 
quency of price change is measured as the number of changes per time 
unit.® (2) Magnitude of price change is measured for any given change 
by the ratio of the amount of change (i.e., the absolute difference be- 
tween the old and the new prices) to the old price. (3) Direction of 
price change can be positive or negative, measured with respect to the 
last previous price. 

Organization structure is defined in terms of two characteristics: 

1. The communication pattern of the organization. Pricing decisions 
are assumed to be based upon expectations concerning future sales, 
costs, and competitors’ behavior. One of the functions of the organiza- 
tion of the firm is to provide information upon which such expectations 
can be based, and the design of informational channels by means of 
which such information reaches the decision-makers comprises the 
communication pattern of the firm.* 

*In the present analysis, the primary interest is in the organizational effect on price 
behavior of firms operating in the same market. The restriction to firms operating in the 
same market is made in order to hold constant the restraints imposed by market forces upon 
the frequency of price changes, Since the stringency of such restraints varies from one 
market to another, a comparison across markets of the organizational effect upon frequency 


of price change could not be made without the introduction of some concept of “oppor- 
tunities for change.” 


* Obviously, the relevant communication channels are those actually in use—not neces- 
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Primary interest is in the relay points in a communication chain. 
A relay point is a “message center” which receives, decodes, encodes, 
and then retransmits an item of information.’ Relay points can be 
distinguished by the number of major variables (e.g., cost) about which 
they transmit information. This distinction is hypothesized to have 
important consequences for the amount of bias introduced at a par- 
ticular relay point. Bias is defined to occur if any information is elim- 
inated, modified, or added before a message is retransmitted. The char- 
acter of control over a relay point is hypothesized to be decisive for 
the direction of the bias introduced, as is indicated more explicitly 
below. 

The communication pattern of the organization is described by the 
nature of four different communication chains within the organization: 
the communication chains for demand information, for cost information, 
for information on competitors’ behavior, and for information on firm 
policy. The nature of a given communication chain is determined by 
(a) the number of relay points in the chain, (b) their character, and 
(c) their order, The number of relay points in a communication chain is 
represented by a nonnegative integer. The character of a relay point is 
determined by the type of information transmitted through it. If a 
relay point transmits only one type of information, it is defined to have 
the characteristic of that information. If information relating to more 
than one variable is transmitted by a relay point, the character of the 
relay point is determined by the relative frequency over time of incom- 
ing communications concerning the different variables. Thus, if most of 
the messages received relate to cost information, the relay point is con- 
sidered to be a “cost” relay. The ordering of relay points is specified to 
distinguish, for example, a communication chain for competitors’ be- 
havior in which information on competitors passes through a “demand” 
relay point and subsequently through a “cost” relay prior to reaching 
the decision-making unit from a similar chain in which the ordering of 
“cost” and “demand” relay points is reversed. 

2. The size of the decision-making unit in the organization is meas- 
ured by the number of individuals in the decision-making unit for each 
of whom it is correct to say that there is no more influential person in 
the unit. Thus, if the decision-making unit for a pricing decision is a 
committee of four in which two committee members are dominant over 


sarily simply those specified by formal organization rules. There is no reason to believe 
that such insistence creates insuperable observational difficulties. See K. Davis, “A Method 
of Studying Communication Patterns in Organizations,” Pers. Psychol., Autumn 1953, VI, 
301-12; A. H. Rubenstein, “Problems in the Measurement of Interpersonal Communica- 
tion in an Ongoing Situation,” Sociometry, Feb. 1953, XVI, 78-100. 

"See C. E. Shannon, The Mathematical Theory of Communication (Urbana, 1949). 
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the other two but equal in power with respect to each other, the size of 
the decision-making unit is 2. The problem of identifying the distin- 
guishing power differentials within the formal decision-making unit is 
susceptible to solution by the application of social-psychological tech- 
niques of influence measurement to the decision-making activities of 
the unit under investigation.* For example, one method for defining 
power relations that has been used successfully consists in an analysis 
of the remarks made during decision-making conferences.’ The vari- 
able, therefore, is operationally defined although one should not expect 
the analysis in any given case to be simple. Under certain conditions, 
distinctive pricing consequences are seen as arising from critical dif- 
ferences in the size of the decision-making unit. These hypotheses are 
found below. 


II. Functional Relations 


Demand, cost, and competitors’ behavior have been the standard 
variables of most oligopoly models since Cournot. This paper makes no 
attempt to deviate from that tradition. On the contrary, the goal is to 
augment oligopoly theory by introducing into it some fundamental 
propositions of the theory of organizational behavior. Two modifica- 
tions of traditional oligopoly models are suggested by such theory.The 
first is recognition of the fact that the values of the relevant variables 
actually used within the firm for establishing price are functions both of 
data drawn from the real world and of the organizational structure 
through which those data are transmitted to the decision-making unit; 
the second is similar recognition of the fact that the method by which 
perceived information on the relevant variables is translated into pricing 
decisions is a function of the decision-making unit’s perception of, and 
adherence to, official firm policy. 

Official firm policy, in the sense in which it is used here, consists in 
a specific set of constraints placed by the holders of legitimate authority 
in the firm upon the pursuit of organizational goals by their subordi- 
nates. A series of hypotheses with respect to the relative dependence of 
a pricing decision upon official firm policy, given the size of the decision- 
making unit, is made. The mechanisms involved are also specified. 

1. Decisions by a group will, in general, be more dependent upon firm 
policy than will decisions by an individual. The proposition is deduced 

* For some examples of influence measures, see C. I. Hovland, I. L. Janis, H. H. Kelley, 


Communication and Persuasion (New Haven, 1953); R. Lippitt, N. Polansky, S. Rosen, 
“The Dynamics of Power,” Human Rel., Feb. 1952, V, 37-64. 

*J. G. March, “Husband-Wife Interaction over Political Issues,” Pub. Opinion Quart., 
Winter, 1953-4, XVII, 461-70; T. M. Mills, “Power Relations in Three-Person Groups,” 
Am, Soc. Rev., Aug. 1953, XVIII, 351-57; F. L. Strodtbeck, “Husband-Wife Interaction 
over Revealed Differences,” Am. Soc. Rev., Aug. 1951, XVI, 468-73. 
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from the theory of group norms and reference-group behavior.*® There 
is a reasonable amount of evidence to support the prediction that an 
individual with an attitude at variance with his perception of the group’s 
attitude will tend (according to the relevance of the group for the 
satisfaction of individual goals) to adjust his “public” position to 
conform to the position he expects the group to take.** Such behavior 
may be exhibited even in the limiting case where all members hold a 
position at variance with their common perceptions of the group 
standard.** Thus, even if every member of the decision-making group 
is “cost-minded,” if each believes all of the others to be “‘sales-minded,” 
the decision will tend to be a sales-minded one. Since in the absence of 
contradictory evidence, each member of the group can be assumed to 
believe all other members of the group to be in agreement with firm 
policy, the operation of group norms serves to enforce conformity to that 
policy. 

From this it should be clear that when a relationship is predicted 
between the size of the decision-making unit and the extent to which 
decisions will be independent of official firm policy, the assumption is 
made that reference groups (e.g., Board of Directors, professional as- 
sociations) other than the pricing unit itself can be ignored. Such an 
assumption is based on a prediction that all decision-making units, 


whether composed of an individual or a group, will be subject to the 
same outside pressures; but only the members of a group unit will have 
the additional pressure of internal group norms.** 

2. If a decision contrary to firm policy is reached by a decision- 
making unit, it will be more stable if made by a group than if made by 
an individual. This follows from the premises of the preceding hy- 


* A reference group for a given individual consists in those other individuals with whom 
he perceives himself sharing common evaluative criteria for judging an attitudinal position. 
The literature on reference-group theory is fairly extensive. For example, see T. M. New- 
comb, Social Psychology (New York, 1950), Ch. 14, pp. 220-32; R. K. Merton and A. S. 
Kitt, “Contributions to the Theory of Reference Group Behavior” in Merton and P. F. 
Lazarsfeld, eds., Continuities in Social Research, Studies in the Scope and Method of “The 
American Soldier’ (Glencoe, 1950). The theory of group norms is less well developed. See 
S. A. Stouffer, “An Analysis of Conflicting Social Norms,” Am. Soc. Rev., Dec. 1949, XIV, 
707-17; J. G. March, “Group Norms and the Active Minority,” Am. Soc. Rev., Dec. 1954, 
XIX, No. 6. 

“For example, see R. L. Gorden, “Interaction Between Attitude and the Definition of 
the Situation in the Expression of Opinion,” Am. Soc. Rev., Feb. 1952, XVII, 50-58; 
M. Sherif, “A Study of Some Social Factors in Perception,” Archiv. Psychol. (1935), No. 
187. 

*On this point, see H. A. Simon, “Notes on the Observation and Measurement of 
Political Power,” Jour. Pol,, Nov. 1953, XV, 500-516, esp. 510-11. 

* Otherwise, it might be argued that where a pricing decision is made by a single indi- 
vidual, he will act with the originators of firm policy as a referent, and that, therefore, the 
test of the mechanism posited here would be vitiated by this restraint upon his “inde- 
pendence.” 
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pothesis. A group provides the individual with a defense against outside 
pressures and simultaneously exerts a pressure toward intragroup con- 
formity upon him.** The group will ordinarily be less effective in en- 
forcing a “revolutionary” decision than in enforcing an “ideologically 
sound” decision. This stems from the prediction that the latter type of 
decision will ordinarily create fewer cross-pressures than the former.”® 

With respect to the communication-structure variable, two hypoth- 
eses of perceptual bias are made: 

1. As the length of the communication chain is increased, factors 
are introduced that have the effect of inhibiting change. The temporal 
bias introduced by the change in conditions during the interval from the 
original transmission of the information to its final receipt by the 
decision-making unit is represented as a function of the number of relay 
points through which the information must pass. Clearly, this is only an 
approximation. The significance of variations in transmission speed 
among the relay points (e.g., cost data travels more rapidly through 
cost channels than through demand channels) is neither denied nor 
introduced into the system, except implicitly in the statement of the 
second bias below. 

The consequences of the temporal bias for the frequency of price 
adjustments stem both from the fact that one never “catches up” with 
current information and also from the attempts of members of the 
organization to adjust for the bias by means of forecasts (e.g., “What 
will the situation be by the time this information reaches the decision- 
maker?” ). It is hypothesized that both major consequences of the time- 
lag in communication serve to introduce into the premises of the pricing 
decision a bias against change. Note that this bias operates not only in 
the communication of, for example, cost information upward but also in 
the communication of firm-policy information downward. 

2. The character of the communication chain introduces a bias into 
the information transmitted to the decision-making unit. The form of 
the bias is a tendency for a relay point to de-emphasize information 
inconsistent with the information with which it is primarily concerned. 
For example, let us make the assumption that the size of the market is 
consistently overestimated by sales departments and costs are con- 
sistently overestimated by accounting departments.** Let us further 

“For a general introduction to the study of group pressures, see L. Festinger, S. 


Schachter, K. Back, Social Pressures in Informal Groups (New York, 1950); D. Cartwright 
and A. Zander, Group Dynamics: Research and Theory (Evanston, 1953), Part 3. 

“For discussions of the consequences of cross-pressures, see L. M. Killian, “The Signifi- 
cance of Multiple~Group Membership in Disaster,” Am. Jour. Soc., Jan. 1952, LVII, 309- 
14; L. Festinger, “The Role of Group Belongingness in a Voting Situation,” Human Rel., 
Nov. 1947, I, 154-80; A. H. Leighton, The Governing of Men (Princeton, 1945). 

"See C. C. Saxton, The Economics of Price Determination (London, 1942), p. 148. 
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assume that overestimation of demand results in an aggressive price 
policy (i.e., frequent price changes, price-leadership), overestimation of 
cost in a passive price policy (i.e., infrequent changes, price-following). 
Under these assumptions, the firm’s reaction to the behavior of others 
will be related to the number of biasing relay points through which 
cost data must pass relative to the number for demand data. In particu- 
lar, it is predicted that the communication of demand data through a 
cost relay point will tend to produce a passive price policy, and the 
communication of cost data through a demand relay point an aggres- 
sive price policy. Similar deductions can be made with reference to 
communications downward regarding firm policy. 

If the organization is stable, it is expected that the biasing of infor- 
mation will be reinforced by a learning phenomenon, resulting in a 
gradual lowering of the level in the communication hierarchy at which 
consistently suppressed information is filtered out of the communicated 
message. Thus, for example, if a given relay point has been trans- 
mitting information on the potential market but finds that this infor- 
mation is never retransmitted by the next relay point, and if there are 
no alternative channels of communication, the transmission of infor- 
mation on the potential market will tend to cease at the lower level. 


Ill. Two Extreme Models 


It is now possible to present two models that arise as antitheses from 
the propositions advanced above:* 

1. A model of a firm in which price changes tend to be infrequent 
and reaction to competitors primarily passive might have the following 
organizational characteristics: (a) Price is determined by a committee 
of equals. (b) Communication chains between the decision-making unit 
and the primary sources of information are long (both upward and 
downward). (c) The unit making the actual price decisions does not 
have the responsibility for establishing the criteria for price decisions 
_(i.e., the decision-making unit is decentralized and is subject to dicta 
from above with respect to price policy). (d) Demand information is 
channeled through a cost relay point. (e) Firm policy information is 
channeled through a cost relay point. (f) Information on competitors 
is channeled through a cost relay point. 

2. A model of a firm in which price changes tend to be frequent and 
reaction to competitors tends to take the form of price-leadership might 
have the following organizational characteristics: (a) Price is deter- 
mined by an individual. (b) Communication chains between the de- 
cision-making unit and the primary sources of information are short 


“Tt should be clear that these are only two out of a large number of permutations and 
combinations of organizational features that might be defined. 
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(both upward and downward). (c) The decision-maker for specific 
price decisions also has the responsibility for establishing the criteria for 
price decisions (i.e., the decision-making unit is centralized). (d) Cost 
information is channeled through a demand relay point. (e) Firm 
policy information is channeled through a demand relay point.”* (f) In- 
formation on competitors is channeled through a demand relay point. 
In order to make explicit the implications found here for the analysis 
of the behavior of the firm, consider the predicted behavior in a classic 
duopoly situation of firms possessing the characteristics listed above. 
The Cournot duopoly model is taken for purposes of illustration.”® 
Let there be two duopolists in the market. Assume that Firm 1 has 
the organizational characteristics of the first model above, Firm 2 the 
organizational characteristics of the second model above. Following 
Cournot, let there be no costs. 
The market demand function is defined to be: 
where p = price 
x; = output of Firm 1 
%_ = output of Firm 2 


It is further specified that each duopolist expects no reaction on the part 
of the other in response to a change in output: 


dx, dx, 

rm = a = 0 (conjectural variation terms) 

The Cournot market solution is reached by setting marginal revenue 
for each duopolist equal to zero (i.e., the point of optimal production 


under the assumption of no costs) and solving the resulting equations. 


(1) pay = 28x, — 
75 
(3) 
Similarly, 
75 
(4) 


* Strictly speaking, if “(c)” holds, there are no channels of firm-policy information since 
firm policy is made by the decision maker; but in so far as one deals with approximations 
to the model, “(e)” becomes relevant. 

"See Recherches sur les Principes Mathematiques de la Theorie des Richesses (Paris, 
1838), Ch. 7. English translation: N. Bacon, Trans., Researches into the Mathematical 
Principles of Wealth (New York, 1897). 
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And thus, 

(5) 1 = 25 
= 25 
p = 8.33 


To explore some of the implications of this paper, assume that in the 
market specified above, Firm 1 and Firm 2 have reached the equilib- 
rium point specified by the Cournot solution and are both producing 
25 units. Next, assume that the market demand increases, such that 

Under the assumptions previously outlined, it is predicted that Firm 
1 will tend (a) to be slow in changing its perception of the market de- 
mand, (b) to underestimate demand when its perception does change, 
and (c) to give a positive value to the conjectural variation term. Thus, 
Firm 1 might have expectations with regard to the market demand 
function and the conjectural variation term as follows: 


Similarly, it is predicted that Firm 2 will tend:(a) to change its 
perception of market demand quickly, (b) to overestimate demand, 
(c) to give a value of zero to the conjectural variation term. Thus 
Firm 2 might have the following estimates of key information: 


Under these conditions, the market solution deviates significantly 
from the standard Cournot solution. 
% = 10 
45 
p = 11.67 
The effect is to make Firm 2 dominant in the market. 

Note that the solution above will be stable only if the new production 
level and the resultant profits are acceptable to the dominant control 
groups of the two firms. If, for example, the control groups of Firm 1 
are not satisfied, they may demand a reorganization of the firm. 
Specifically, they may insist that its organizational structure be more 
like that of Firm 2. Such a reorganization would have obvious con- 
sequences for the estimation of demand, etc., with a resultant impact 


+ 
| 
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dx 
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upon the market. In point of fact, it is possible to specify a set of values 
for organizational structure and the aspiration level of control groups 
such that a market which has, under standard economic analysis, a 
given equilibrium point has, with the addition of the organizational 
factors, either a different equilibrium point or no stable equilibrium 
at all. 
IV. Program for Empirical Analysis 

In this paper a framework has been presented for dealing with certain 
variables which have not previously been formally introduced into 
oligopoly theory by economists but which, nevertheless, seem to be 
significant. That framework, and the hypotheses suggested, have been 
based explicitly upon a substantial body of empirical research pre- 
viously reported in the literature of economics and the other social 
sciences. However, further refinement and testing of the hypotheses 
advanced here depends upon research specifically directed toward that 
end. While it is not the intention here to indicate in detail the types of 
empirical study that are being used to test the theoretical structure 
proposed above, some indication of the research program may be 
desirable. 

Three stages of research are projected. On the basis of the frame- 
work outlined above, a myriad of models could be constructed by im- 
puting values to the variables and by taking various combinations and 
permutations of these variables. Consequently, it seems clear that the 
most economical first step to be taken is a study within the theoretical 
framework defined in this paper of a number of firms in oligopolistic 
markets, with the goal of determining the patterns most commonly ob- 
served in the organizational variables specified above. Secondly, with 
constraints thus imposed upon the organizational variables, it will be 
possible to approximate more accurately the quantitative relationships 
existing. At this point, it is believed that the facilities of the laboratory 
can be exploited, since it is possible in the laboratory to study the effects 
of a single variable (or pair of variables, etc.) while holding others 
constant.** Such manipulation is ordinarily impossible in the study of 

* In general, economists have not utilized laboratory studies to validate propositions con- 
cerning firm behavior to the same extent that students of the other social sciences have. On 
the basis of the experience of social psychologists in the use of the laboratory for the 
observation of organizational phenomena, it seems possible to utilize such techniques for 
the study of pricing behavior. For example, Harold Guetzkow, of the Carnegie Institute of 
Technology, has recently developed a laboratory design for testing certain propositions in 
organization theory. In his design, individual participants assume roles in sales and produc- 
tion departments in a firm and attempt to maximize firm profits in an experimentally 
standardized environment. Tests are made of the differences in profitability associated with 
differing organizational structures. It is anticipated that such a design can be modified, or 


a new design of this type developed, to provide experimental tests for the hypotheses relat- 
ing pricing behavior and the organizational characteristics discussed in this paper. 
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existing organizations, although under some conditions environmental 
circumstances may, in essence, duplicate an experimental situation by 
providing examples of all possible combinations of values for the vari- 
ables under examination. The advantages of the laboratory stem from 
the opportunity to guarantee such examples. Finally, on the basis of 
the clarification provided by the laboratory results and the preliminary 
field study, a set of hypotheses appropriate to actual situations will be 
made. These hypotheses will be in the form of specific predictions of 
the dimensions of price behavior listed above and will be tested system- 
atically against actual organizational and market data. In this fashion, 
the hypotheses generated will be accepted or rejected and a further 
refinement of oligopoly theory will be feasible. 


MORE ON THE MULTIPLIER EFFECTS OF A 
BALANCED BUDGET" 


By J. BauMOL AND Maurice H. Peston* 


It seems to have become widely accepted among economic theorists 
that an increase in government expenditures on goods and services 
matched by an equal rise in taxes, will, subject to qualifications to be 
indicated presently, tend to result in a rise in national income equal to 
the tax-expenditure change.’ In this paper we shall maintain that this 
argument is likely to be misleading in two respects. First, it suggests 
that there is something unique about the theory of the balanced budget 
multiplier which differentiates it sharply from other multiplier theory, in 
particular, because, as we shall see, the public’s marginal propensity 
to save is alleged to be irrelevant for the process.* Second, the argument 
is misleading in that it appears by a feat of magic to be able to deter- 
mine an empirical magnitude (the value of the multiplier) without the 
use of any empirical material. We believe that in this respect, though it 
involves correct deduction from its peculiar premises, the unit multiplier 
argument is really likely to be an irrelevant tautology because, as we 
shall argue, in practice there is very little assurance that unity is even 
a rough approximation to the multiplier associated with any balanced- 
budget expenditure program which a government may be expected to 
undertake. 

Indeed, we have no reliable evidence on which to preclude even nega- 
tive balanced budget multipliers or multipliers considerably in excess 
of unity. To a large extent this is the result of “leakages” in govern- 


* The authors are respectively professor of economics and research assistant in economics at 
Princeton University. 

* Most of the substance of this paper we owe to Professor Viner and Mr. Turvey. The 
former spent much time and effort in convincing one of us of the error of his views on 
this matter and a considerable part of our analysis can be traced to a rather obscure passage 
in the cited article by Turvey (pp. 284-86 [see end of this paper for all references]) where 
he had come to the same conclusions. While they both made highly useful suggestions on 
an earlier draft of this note they can, of course, not be held responsible for what happened 
to the baby after we adopted it, any more than can Professor Chandler who was our 
severest and most helpful critic. We must also express our gratitude for very useful com- 
ments to those who attended the faculty-graduate meetings of the economics departments 
of the University of California at Berkeley and Stanford University where this paper was 
given. 

? For an extensive list of references see Samuelson’s article, p. 140, footnote 5. 

*But see Gurley’s paper for a unified treatment which fits the balanced budget case 


directly into the general analysis. 
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mental expenditures, some of which have already been noted in the 
literature implicitly or explicitly. But we believe the full extent of their 
ability to affect the magnitude of the multiplier has not been recognized. 

Our argument will be seen to apply equally well, mutatis mutandis, 
to all multiplier analysis, but it seems to us that the misunderstanding 
has been greatest in the balanced budget case. 

We can perhaps best review the argument in question by quoting 
the following passage from Wallich (pp. 79-80), one of the original 
expositors: 

Suppose that national income is at a level of 130 billion dollars, and 
that this leaves without employment resources, capable of producing ten 
billion dollars worth of goods and services. Now the personal income tax 
is raised to yield an extra ten billion dollars, and this money is employed, 
say, to build more roads, provide more free education, etc., previously 
idle resources thus finding employment. Incremental taxes and expendi- 
tures are so adjusted that the consumption and saving habits of taxpayers 
as a group are the same as those of the newly employed who are the re- 
cipients of incremental government expenditures. It is true that the addi- 
tional tax reduces by ten billion dollars the purchasing power of those 
who are employed to begin with; this purchasing power, however, is not 
destroyed, but merely transferred to the hands of the newly employed. 
Since in their joint effect the additional taxes and expenditures are, by 
assumption, non-progressive, the consumption demand exercised by the 
newly employed will be the same as that which would have been exercised 
by the initially employed, had they not had to pay the tax. Aggregate 
private demand and private output therefore remain unchanged, but 
meanwhile there is an increase in government output equal to the ten 
billion dollars produced by the previously unemployed, which is paid for 
out of taxes and therefore is not dependent upon the level of aggregate 
demand. Thus national income has been raised to a total of 140 billion 
doliars.* 


There are several well-known provisos attached to the argument: 

1. The expenditure in question must involve a governmental pur- 
chase of goods and services rather than a transfer payment.* For a 
transfer payment merely redistributes income, and adds no govern- 
mental effective demand for output to that of the public. 

2. The propensity to consume of the recipients of the expenditures 


“Note that this argument attributes no peculiar powers to government. If it is valid, 
the same effect could, for example, be produced by a firm which simultaneously increased 
its saving and its investment expenditure by the same amount (cf. Samuelson, p. 151). It 
might be thought (as we did) that an equal change in imports and exports will also have 
a unit multiplier effect. But this is not so because, while a governmental balanced budget 
purchase will (at least initially) reduce the excess supply of goods available to the private 
sector, imports will increase supplies by just the amount they are decreased by the change 
in exports. 

* See e.g., Wallich, p. 82; Samuelson, pp. 142-43. 
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must, on balance, be the same as those of the payers of the tax.° Other- 
wise, even a transfer payment can affect national income if it takes 
money out of the hands of nonspenders and gives it to spenders. And 
governmental balanced-budget expenditure on goods and services will 
affect national income by changing private demands as well as by in- 
creasing the government’s demands, and so increase national income 
by more or less than the amount the government spends. 

3. The government’s program must not affect the level of private 
investment. In particular it must not affect businessmen’s views on the 
profitability of investment.’ If, for example, they are led to fear in- 
creased governmental competition or if the taxes affect their incentives 
adversely, their reduced investment could offset some or even all of the 
expansionary effects of a governmental balanced-budget expenditure 
program. Similarly, businessmen’s confidence in the program’s ability 
to increase effective demand might further increase its effectiveness. 

4. A closed economy is sometimes assumed. The reasons for this are 
not explained, though they are perhaps regarded as obvious.* 

All of these qualifications already suggest that in practice a balanced 
budget might cause national income to go up by considerably more or 
less than the amount spent by the government. Later considerations will 
indicate that income might sometimes even be reduced.° 

Though the effects of taxes have been mentioned in the literature and 
have already been referred to, there is somewhat more to be said in this 
connection. The unit multiplier argument takes the collection of T dol- 
lars in taxes to be equivalent to that much of a reduction in the public’s 
income. For only then can it be argued simply that if taxpayers and 
expenditure recipients have the same marginal propensities to consume, 

* See, e.g., Haavelmo [1] p. 311; Wallich, p. 80; Samuelson, pp. 140, 141 footnote 6. It is 
also assumed by several of these writers that household saving is the only leakage in the 
system. Peston (pp. 129-30) has shown, however, (challenging Turvey on this point) that 


the balanced budget theorem is consistent with the existence of other leakages, and with 
indirect taxes in particular. 


* See, e.g., Wallich, p. 38; Samuelson, pp. 140, 141, footnote 6. 


* See, e.g., Haavelmo [1] p. 314; but see White, p. 357 for an explicit discussion. Another 
qualification which has received considerable attention in the literature involves the possi- 
bility of lags. Thus if there is a time lag between the receipt of the taxes and their dis- 
bursement, only the long-run multiplier will approach unity. See the papers by Haberler, 
Goodwin, Hagen and Haavelmo [2]. Other types of lag can be handled in the same way— 
for example there may be a lag between the time a businessman receives the money spent 
by the government on goods out of his inventory (when part of the money just adds to his 
liquid capital) and the time he hires labor, etc., to replace this inventory at which time that 
portion of the money first constitutes income, 

* Most of the points raised in the next five paragraphs are made in considerably greater 
detail in White’s valuable article where they are raised as part of a general discussion of 
the problems of empirical multiplier computation. But no mention is made of the conse- 
quences for the balanced budget multiplier theorem. 
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the government’s tax expenditure program will not affect private con- 
sumption demands. But taxes are ordinarily not the poll taxes of pure 
income redistribution theory. Besides their income effect they usually 
also have some substitution effects and result in changes in plans other 
than what might be expected to follow from a simple change in income. 

Perhaps most obvious is the case of a general sales tax which, in so 
far as it is a tax on consumption, may encourage saving at the expense 
of consumption. Thus a given increase in tax receipts, if obtained in this 
way, may reduce consumption expenditure more than would the same 
reduction in disposable income. We may suspect, therefore, that the 
government’s expenditure of the same amount will not raise the public’s 
consumption by as much as its taxes have reduced it. In this case, the 
multiplier will be less than unity.”° 

For the same reasons we may expect that a tax on savings or a 
(foreseen) capital levy which is matched by an equal governmental 
expenditure on goods and services may well have a multiplier effect 
greater than one as people rush out to increase their consumption in 
an effort to avoid the taxes. Death duties and capital-gains taxes too 
may conceivably cause less of a contraction in the public’s expenditures 
than does a simple reduction of disposable income by the same amount. 
A tax on imports (tariff) may actually even increase consumer demand 
for domestically produced articles, particularly if the elasticity of de- 
mand for imports is very high. Even if the money is collected out of 
ordinary income taxes, the balanced budget multiplier cannot be pre- 
sumed to be unity, for people’s incentives to earn income may be 
affected. 

Having examined the assumptions on the nature of the tax structure 
inherent in the unit balanced budget multiplier argument we shall now, 
in a similar way, question its premises on the nature of governmental 
expenditures. The passage from Wallich quoted above suggests that the 
sort of governmental expenditure program to which the unit balanced 
budget multiplier argument is meant to apply is typified by road build- 
ing, free education and the like. But such programs usually involve, to 
at least a small extent, the purchase of items other than domestically 
currently produced goods and services. While they may involve no 
transfer payments, they will usually include some purchases on capital 
account rather than on income account, and they will usually have some 
import content. For example, road or school-building construction often 


*In Turvey’s model such a situation yields a multiplier of zero because he assumes a 
“money illusion” which leads people to keep their money expenditures unaffected by sales 
taxes. In other words, consumption is made a function of disposable income, which is 
defined as receipts from factor sales plus transfers minus income taxes; and indirect taxes 
are made a function of consumption. 
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involves the purchase of land which affects the seller by increasing his 
liquidity rather than his income. This may induce him to spend more, 
but presumably not as much as the amount by which the taxpayers have 
reduced their expenditure. The result will be similar if some of the 
government’s purchases involve imported ingredients or items obtained 
out of unwanted inventory, old buildings, etc. 

The existence of these “leakages” in a governmental tax-expenditure 
program—the nonredistributional effects on private consumption, the 
purchase of items on capital account and of goods from abroad—is, of 
course, well known, though no attempt seems to have been made to take 
account of them in the literature. Possibly some of the writers had them 
in mind but considered them unimportant, since presumably none of 
them considered the unit multiplier figure as more than an approxima- 
tion to the empirical magnitude in view of the recognized qualifications. 
The magnitude of the leakages may indeed be rather smail, and it is 
very tempting to conclude that if 10 per cent of the government’s bal- 
anced budget expenditure is “leaked,” the multiplier will be reduced 
from unity to say about 0.9. However, we argue now that fairly small 
leakages can even produce a negative balanced budget multiplier.” 

Suppose, for example, that T dollars end up being collected in taxes 
all of which are spent in various ways, many of which involve some sort 
of leakage. Let us say, then, that of this amount only E dollars end up 
being added to expenditure on domestic goods and services coming out 
of current production.** National income will then end up being in- 
creased by the £ dollars of the increased income-creating expenditure, 
but it will be reduced by private expenditures foregone as a result of 
the E — T dollar reduction in private disposable income. Taking c as the 
marginal propensity to consume, this reduction in private expenditure, 
as is well known, is represented by 


where s is the private sector’s marginal propensity to “save,” that is 


“Of course, this does involve a change in private investment but not necessarily a 
change in the inducement to invest. 

™For a result which is structurally the same as the following see Higgins, pp, 394-95. 

“ Note that T and E represent final taxes and income-creating expenditures, Actually, for 
example, 7 dollars may be collected as a result of a different amount, 7*, of new taxes 
being levied. For, by affecting the private sector’s expenditures, the tax measure may affect 
the amount of taxes collected with any given tax structure. Similarly the legislated increase 
in expenditures may differ in magnitude from the increase actually attained, e.g., because 
of the effect on employment compensation payments. For an analysis in terms of the taxes 
and expenditures initially undertaken, see Turvey. 
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to save, import and purchase items not currently produced or replaced.™* 
Thus the total change in income, AY, will be given by the sum of this 
expression and the initial E dollar contribution to national income. This 
gives 


which has a unit value in the special case where E = T. 
Let & be the proportion of the tax not being added to income-creating 
expenditures so that (1 — &) T = E. Then our multiplier becomes 


T sT s 


Thus the multiplier will be positive, zero, or negative as the marginal 
propensity to save and import of the private sector is greater than, 
equal to, or less than &, the government’s “marginal propensity to leak.” 

We can see now how misleading is Haavelmo when he argues that 
“... [Kaldor’s] statement would seem to convey the idea that taxes 
equal to public expenditure can create employment only to the extent 
that they cut down on people’s savings. This is not correct. We shall 
show below that public expenditures covered by taxes have an employ- 
ment-generating effect which is independent of the numerical value of 
the propensity to consume.’”** 

In line with what might be expected intuitively, our analysis indicates 
that a balanced-budget expenditure has an expansionary effect only 
if the government’s “marginal propensity to leak” is less than the pub- 
lic’s, that the expansionary effect will vary directly with the size of the 
public’s marginal propensity to save, import, etc.,** and that the unit 


“It will be noticed that c is not the straightforward marginal propensity to consume of 
elementary macro-theory. Rather it is the marginal propensity to consume currently 
domestically produced goods and services which are renewed. The significance of many of 
the leakages referred to in the text is that sometimes a consumption change involves a 
change in investment in the form of imports or inventory variation. This, however, is not 
necessary to ensure a balanced budget multiplier other than unity. 

* Haavelmo [1] p. 312. The italics are Haavelmo’s. See also the approving reference to 
this in Samuelson, p. 141, who objects to the conclusion only in the unstable case where 
s= 0. 

“Tt is perhaps rather paradoxical to conclude that the magnitude of the balanced budget 
multiplier will be larger the greater is the marginal propensity to “save” of the private 
sector. The explanation is quite simple. Some of the money the government taxes away 
will not be returned to the public as income, The damaging effect will then be minimized 
if the public would have “saved” a large proportion of the income of which it has been 
deprived. 


The multiplier will then be 
E-T 
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multiplier analysis is a direct consequence of the assumption that the 
government’s marginal propensity to consume out of current domestic 
production of goods and services is unity. In this way we have removed 
the apparent peculiarity from the theoretical structure of the balanced 
budget multiplier which can now be seen to fit in directly with other 
multiplier analysis. 

Furthermore, the analysis suggests that negative multipliers (or 
multipliers considerably greater than unity) are by no means out of 
the question.’” We do not have adequate empirical information to assert 
that government’s marginal propensities to import are typically smaller 
than those of the private sectors. Moreover, purchases on capital ac- 
count may usually constitute a small proportion of public works ex- 
penditures but we really know very little about the magnitude of the 
private sector’s marginal propensity to save or purchase on capital 
account against which this should be balanced. If we follow the usual 
multiplier analysis in assuming away any effects which occur outside 
the consumption sector, then business leakages are irrelevant. Of the 
remaining leakages certainly the average private propensity to save in 
this country has usually been rather small (about 1/20 to 1/10) and 
if the corresponding marginal propensity is anywhere in this neighbor- 
hood it might not take much in the way of governmental leakages for 
balanced-budget expenditure programs to exercise a contractionary 
effect on national income. 

If the business sector were included in the discussion, we would add 
both to the induced expenditures and to the induced leakages. The 
average propensity to save would then no longer be negligible, but in 
this situation saving would only be a leakage if it were not undertaken 
to increase investment, i.e., if it represented hoarding. This suggests 
that, if the public’s marginal propensities to import and buy on capital 
account were the same as those of the government, the balanced budget 
multiplier might typically be rather close to zero. For the derivation of 
the usual proportion of the increased governmental revenue from excise 
taxation might, by discouraging consumption, tend to offset the small 
expansionary effect which works through the public’s prepensity to 
hoard. Of course, this sort of reasoning is always treacherous, and really 
insufficient to establish a presumption that the multiplier will in fact 
be low. Our aim is merely to indicate that on the information now 
available this possibility (among others) cannot be ruled out, and to 
suggest that we really do not know much about its magnitude. 

In fact, there is no reason to believe that the magnitude of the bal- 
anced budget multiplier will remain unchanged with changing time and 


* On this point the exposition in Baumol and Chandler is rather unsatisfactory. See pp. 
349-51. But cf. p. 371, question 1. 
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circumstances. The following remark is presented primarily as an illus- 
tration of one way in which such variation may come about. 

If it is true that the public’s marginal propensities to save and import 
fall in a depression and rise at higher income levels, the expansionary 
effect of a governmental tax-balanced expenditure will tend to be re- 
duced during periods of low national income and increased in more 
prosperous times. For, as we have seen, the higher the private sector’s 
marginal propensity to “save,” the lower will be the balanced budget 
multiplier. Thus an increase in balanced-budget expenditures may have 
untoward effects at all times, aggravating the cycle at both extremes.”* 

This result may perhaps be supported by an observation which in- 
volves the asset position of consumers. During a depression it is not 
unlikely that some people’s consumption expenditure will be financed 
out of borrowing (which frequently takes the form of unavoidable 
arrears on rent payments, grocery bills, etc.). If it is assumed that these 
loans do not involve a decrease in consumption on the part of lenders, 
then, ceteris paribus, their repayment—in so far as it involves directly 
only an asset variation—will constitute a leakage in any expansion pro- 
gram. In other words, consumption out of a given income will be less 
than normal while consumers restore their net asset positions. It must 
be noted that often they do not have much choice in this matter. In 
addition, this consideration seems to lead to the conclusion that the 
sooner the expansion program gets under way, the larger will be its 
multiplier effect although other factors may be working in the opposite 
direction. 

Of course, the government is not entirely powerless in these matters. 
By deliberately altering the composition of its purchases it can manipu- 
late its “marginal propensity to leak.” For example, a successful “Buy 
American” program could raise the balanced budget multiplier. 


* A. G. Hart has suggested to one of the authors that the effect of investment on the 
balanced budget multiplier may work in the opposite way over the course of the cycle. 
The matched taxes and expenditures can reduce the liquid assets of business firms if they 
are designed to transfer purchasing power from nonconsumers to consumers. Many firms 
seem to be willing to invest out of borrowing only when it is supplemented by the flow 
of their own savings. In such a case their marginal propensity to invest may exceed unity. 
Thus any associated reduction in the earnings of business firms may, through its effect on 
investment, substantially reduce the magnitude of the balanced budget multiplier in 
prosperous, or even in moderately depressed times. In deep depression, argues Hart, invest- 
ment will be at a minimum, Only absolutely unavoidable expenditures of this sort may be 
undertaken. Since the demand for investment will then be relatively inelastic the balanced 
budget multiplier will not be much affected by any reduction in disposable corporate income 
which results from an equal increase in governmental expenditures and taxes. 
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Economic Theory; General Economics 


The Goals of Economic Life. Edited by A. Duptey Warp. (New York: Harper 
Bros. 1953. Pp. x, 470. $4.00.) 

The Organizational Revolution. By KENNETH E. Boutptnc. (New York: 
Harper Bros. 1953. Pp. xxxiv, 286. $3.50.) 

These are the first two volumes in a six-volume study of Christian Ethics 
and Economic Life sponsored by the Department of the Church and Economic 
Life of the National Council of the Churches of Christ in the U.S.A. Charles 
P. Taft, chairman of the Department, explains in the foreword that this group 
recognized “that we need a more careful and realistic investigation of eco- 
nomic life and its relation to spiritual and moral values. . . . Accordingly, as 
a beginning of such an investigation, a three year research study was com- 
menced in 1949 under a grant from the Rockefeller Foundation” (pp. viii and 
ix). Goals of Economic Life is a symposium in which economists, political 
scientists, theologians, and others attempt to assess the ethics of present-day 
economic goals; The Organizational Revolution is one of the more detailed 
studies in the series. These books cannot be ignored by anyone who is con- 
cerned with the ethical aspects of economic life. 

The responsibility for passing ethical judgment upon our economic institu- 
tions was neglected by Protestantism until recently. Therefore, this semi- 
official attempt by American Protestantism to evaluate economic activity by 
Christian ethical standards is a step in the right direction. But the authors 
of these two volumes, while they sense a conflict between Christian ethics and 
our economic behavior, shrink from a fundamental examination of the prob- 
lem. They tend to accept and to rationalize the traditional mores of Protestant 
Americans rather than to seek out the Christian ethical standards and use 
them as a basis for evaluation. As I explain below, the dust jacket statement 
that “the purpose of this important series is to define how ethical standards 
apply to the realities of earning a living and keeping the national economy 
stable and progressive,” reveals the task actually undertaken by the books. 

There are two important ways in which this statement of purpose and these 
volumes avoid a Christian appraisal of American economic life. First, they 
substitute “ethical standards” in general (by which is usually meant the 
standard of justice) for the Christian ethic of universal love. Confusion on 
this point is not, unfortunately, confined to these volumes; it is rampant in 
Christian groups today. Secondly, the widely accepted economic goals of 
American life, stability and progressiveness, in the sense of the achieving of 
ever higher material standards of living, are assumed, almost without discus- 
sion in these volumes, to be either good or essentially beyond the limits of 
ethical appraisal. 
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Professor Boulding’s chapter in Goals of Economic Life, “Economic Progress 
as a Goal of Economic Life” presents a stimulating and unorthodox discussion 
of the measurement of economic progress; but it deals only briefly and super- 
ficially with what should be its central concern, the Christian evaluation of 
material progress as a goal. In general the authors do not even seriously ques- 
tion the ethical validity of material progress as a goal. Boulding acknowledges 
that: “The saints have usually seen clearly how the power to satisfy desire 
—of a worldly sort—itself increases the desire . . .” (p. 73) and admits that 
“There is much wisdom in this prophetic criticism of the quest for riches, 
whether on the part of an individual or a society” (p. 74). But this wisdom 
can apparently be dismissed in a couple of brief paragraphs. 

Walton Hamilton gives similar cursory treatment to the wisdom of the ages. 
He observes that to the Christian Fathers, at least through the time of 
Aquinas, man held earthly possessions “in trust from God.” On the next page 
he says, “A dominant moral requirement of our society is free play for the 
dynamic urge” (pp. 260-61). How this becomes “a moral requirement” for a 
Christian society is not, however, made clear. 

To return to our first point: The distinction between the Christian standard 
of universal love and the classical standard of justice is ignored throughout 
most of these two volumes. Only Reinhold Niebuhr in the concluding chapter 
of Goals of Economic Life deals explicitly with the distinction. His treatment 
while tranchant seems seriously in error to the reviewer. 

I agree that “any religious faith which merely discovers the law of love 
but does not also make men aware of the other law, that of self-love, is a 
sentimental perversion of Christianity” (p. 439). His error lies in his willing- 
ness to accept as Christian, “a practical compromise between the law of love 
and the law of self-love” (p. 441). In a crucial passage (p. 440) Niebuhr says: 
“Tt was an achievement of Catholic moral theory that it recognized the neces- 
sity of standards of justice for the institutional life of mankind below the 
level of love. But it was a weakness in the theory that love became a ‘counsel 
of perfection’ and lost its dialectical relation to the law of justice.” 

Niebuhr, it seems, is ready to accept justice as the “practical” ethical 
standard if it is recognized as a “tentative and provisional” standard and is 
kept in a “dialectical relation” to the law of love. He apparently accepts 
justice as the “practical” Christian ethical standard in the belief that it is 
unrealistic to appeal to men to live up to the law of universal brotherly love. 
But just such an appeal to men to live by the law of universal brotherly love 
is the distinctively Christian ethical standard. Niebuhr’s position, it seems to 
me, renounces the prime ethical contribution of Jesus Christ: That man should 
love his neighbor—and his enemy too; that he should meet injustice by going 
the second mile, by giving the cloak to the taker of the coat; that he should 
be perfect even as his Father in Heaven is perfect. This is the essence of 
Christian ethics. The gospels make it apparent that Jesus Christ did not 
regard these teachings as too extreme for ordinary men. His commands for 
action on the basis of love, not justice, and for perfection, not for being a little 
better, were given to ordinary men—fishermen, tax collectors, etc. 

The experience of St. Paul is also instructive on this point. As a Pharisee he 
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strove valiantly to obey the Jewish law—the commands of justice—and failed. 
As a Christian he tried to live according to the commands of love, honestly 
trying to treat all others as brothers, as members of the family, and he found 
it—contrary to all reason—more possible than trying to live by the law of 
justice. 

The insights of modern psychology in support of the validity of the law 
of universal brotherly love are developed by Professor Snygg in his chapter 
on “The Psychological Basis of Human Values.” Of all the papers in this 
book it seems the most pertinent contribution to the search for Christian 
goals. He presents a theory of human behavior which he calls the individual 
field approach (pp. 348-55). The individual seeks self-enhancement through 
role fulfillment. Snygg relates this approach to economic activity and to ethical 
behavior. Although he does not explicitly refer to religious authority, his 
statement is obviously couched in the terms of the Christian ethic when he 
says, “Law and ethics can help prevent injustice that we can recognize, but 
the best insurance against injustice is complete identification with the po- 
tential victim so that injury to the victim is injury to the self. The man who 
loves his neighbor as himself has not abandoned self-interest. He still seeks for 
self-maintenance and enhancement, but his self now includes his neighbor” 
(p. 359). Snygg recognizes the difficulties of achieving identification with an 
all-inclusive group. He wonders whether “it may follow that a man who loves 
all of mankind equally will not love any one person much” (p. 361). It should 
be noted that he reaches no conclusion. The point is crucial and needs more 
study. The experience of St. Francis and John Woolman should be reassuring 
on this point. Another answer may lie in his earlier suggestion that, ““The 
ideal sought is a state in which the individual feels so much in harmony with 
the universe, so much a part of it, that he does not have to defend himself 
against any other part. It is significant that this state is said to have been 
achieved, at least in moments of ecstasy, by some of the saints. It probably 
involves the perception of the universe as one completely pervaded with infi- 
nite love and compassion for all living things. From this point of view the 
higher religions represent man’s greatest insight in their recognition of the 
ultimate goal of human endeavor and their audacious attempt to move directly 
toward it” (pp. 352-53). 

I have quoted these portions of Snygg’s paper at length not only because of 
their intrinsic importance and relevance to Niebuhr’s chapter, but because they 
shed light on important points in Boulding’s book. Boulding rejects love as the 
ethical basis for large-scale organization on the basis of “laws of organizations 
themselves.” “The family type of intimate relationship which is the highest 
expression of the spirit of love in human life,” he writes, “can be achieved 
only in an organization of family size—i.e., a mere handful of people.” “A 
society . . . which tries to apply a familistic ethic to a brontosaurian organiza- 
tion, will end,” he asserts, “in a terroristic rigidity” (p. 178). 

Boulding does not undertake to support by. detailed discussion or citations 
the conclusions quoted above. In a volume on organization in a series on 
Christian ethics such cavalier dismissal of the basic Christian commandment 
as a principle of organization is unfortunate. It is particularly unfortunate 
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when the conclusion is contrary to competent professional opinion expressed 
in an earlier volume of the series, for while Snygg is agnostic on the possible 
success of universal love as an organizational principle, he evidently believes 
that love is a workable basis for groups well beyond family size. Snygg tries 
to come to grips with the problem of whether love, the distinctively Christian 
ethical standard, is an adequate motivational basis for organized society; 
Boulding simply rejects it, essentially without discussion. 

Niebuhr, although he accepts Snygg’s suggestion that “human existence, 
when profoundly analyzed, yields the law of love as the final law of human 
freedom,” believes that “politics (and for that matter economics too) must 
assume the selfishness of men” (p. 439). He states as a “basic assurance,” 
“that men must be engaged primarily through their self-interest to participate 
in... economic life...” (p. 434). This is something quite different from the 
mere recognition of the selfishness of man as a (regrettable) fact. It is the 
acceptance of self-interest and the scrapping of the Christian law of love as 
an organizational principle of economic life. Niebuhr is in distinguished com- 
pany in his rejection of “the benevolence of the butcher, the brewer, or the 
baker,” as a basis for economic motivation. The imprimatur of the professor 
of moral philosophy in the University of Glasgow that there is nothing 
ethically objectionable in self-interest as a principle for economic motivation 
is widely accepted among English-speaking Protestants. 

There is incidental questioning of this idea in the present volume; for 
instance, Neibuhr calls attention to the dubious nature of Adam Smith’s 
“assurance of the beneficent effect of the [unseen] hand.” Similarly, Ham- 
ilton notes that, “Adam Smith, unlike many of those who now quote him, 
was too moral a man to venerate self-interest in the raw. .. . He would... if 
necessary have society interfere with its controls to make certain that the 
pursuit of gain was made to serve a public purpose” (p. 261). And J. M. 
Clark recognizes as a problem the fact that the market mechanism is not 
neutral as a device for choosing wants which are to be satisfied. Professor 
Bennett in his chapter “A Theological Conception of Goals for Economic 
Life” goes even further. He draws attention to “the moral dangers in a 
society that puts its chief emphasis upon the motive of self-interest.” The 
capitalistic theorist “assumes too readily the innocence of self-interest because 
in a competitive society those who are seeking their own profit are supposed to 
be serving the common good. We have learned from bitter experience that the 
cultural support for unlimited acquisitiveness trains men in tendencies to 
which they are already inclined and causes them to develop institutions for the 
exploitation of the community in their own interests” (p. 412). “Persons are 
corrupted by the moral climate created by great emphasis on personal financial 
gain, by false standards of success, by almost unconsciously dishonest adver- 
tising and salesmanship, by the commercial stimulation of materialism and 
vulgarity in popular tastes. This subtle type of corruption instead of providing 
clear moral issues, the facing of which produces character, undermines char- 
acter before people are aware of what is happening” (p. 418). 

Unfortunately, however, none of the authors deals at all fully with the 
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ethical problems posed for the Christian by the self-interest motivation. There 
is a general willingness throughout these volumes to accept this motivation 
with little question. There is only vague recognition of the fact that, if self- 
interest is served by society and accepted as a proper motivation, then the 
self-love aspect of human nature will be nourished while further growth of the 
other more divine aspect of human nature, love of others, will not be pro- 
moted. Thus in our society the selfish aspects of human nature are given 
greater relative dominance. Such dominance of self-interestedness may well 
threaten our whole social and economic structure for, as J. M. Clark notes, it is 
essential that “the sense of right [should become] an increasingly active feature 
of economic life, and social responsibility in the use of group power has 
become an absolute necessity, if the industrial system is to go on working 
on a basis containing enough freedom to be fairly characterized as voluntary” 
(p. 25). It is not enough, as Niebuhr seems to suggest, that the Christian law 
of love have a “dialectical relation” to the law of justice. The goal of Chris- 
tianity is that the law of love become the basis of action and thus transcend 
and hence replace the law of justice, not that it merely progressively elevate 
the law of justice by its dialectic contrast. To say that this goal is unattainable 
is to reject the very specific commandments of Jesus Christ. 

Within the limits of a review it is impossible to deal fully with the contri- 
butions of each of the fifteen authors of Goals of Economic Life separately. 
Attention should be called to a few outstanding points. Clark presents a series 
of admirable vignettes on the development of some ethical aspects of economic 
doctrine; and Danhof, Hamilton, and Boulding comment suggestively on the 
history of European and American economic and social ideas. Heimann’s 
paper on “Comparative Economic Systems,” while difficult to follow, comes 
close to the central issues in its appraisals. We must await with high expecta- 
tions a more complete treatment in his promised book. Linton provides a 
challenge with his anthropological basis for an evaluation of our economic 
institutions. Unfortunately he does not relate his anthropological insights 
to Christian values. 

Because most of the authors of Goals of Economic Life accept the law of 
justice as the Christian ethical standard, these essays (with the exception of 
Snygg’s) fail to study seriously the really basic question which the Christian 
should ask about economic life: Can the concept of love of others as the basis 
for action serve as the organizing principle of an economic system, and if so, 
how?? Neither do these essays examine the question which is at least implicit 
in Niebuhr’s analysis: How should our “tentative,” “provisional” and “rela- 
tive” standards of justice be revised and elevated through a “dialectical re- 
lation” (Niebuhr’s term, not Marx’s) with the law of love? 

The ethical question which occupies these authors for the most part is the 
important but much less challenging one: How do American economic practices 
fall short of the ethical standard of justice which Americans generally accept? 


* Boulding in The Organizational Revolution, as noted above, declares without serious 
study that universal love is unworkable as the basis for social organization. 
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As an answer to this question the symposium is a success. However, in a more 
basic sense it is a disappointment because the participants in this ambitious 
study to do not come to grips with the fundamental problem: a really Christian 
ethical appraisal of economic goals. These papers show no evidence of the 
“more careful and realistic investigation of economic life” which Mr. Taft out- 
lined as the aim of the study. They present, rather, the ethical ideas which 
are held generally by American Protestants. 

In spite of this shortcoming the book should be read by those who are 
concerned with the application of ethics to economic life. The book has a high 
level of economic literacy, which is often lacking in such discussions. As 
collateral reading for advanced undergraduates it should prove stimulating 
and instructive. 


Boulding’s analysis in The Organizational Revolution is more sociological 
and political than it is economic. For such an anlysis an economist may not 
be the appropriate critic of another economist’s efforts. His principal thesis 
is “that the organizational revolution of our time has been in the main the 
result of certain technical changes in the ability to organize: changes both on 
the physical side in the improvement of transportation and communication, 
and on the structural side in the forms and skills of organization itself” (p. 49). 
The development of loyalty patterns which have made possible loyalties to 
organizations other than the family, the church and the state, has been of at 
least as great importance. When they could command loyalty, large, complex, 
far-flung organizations persisted for centuries in premodern times, even if 
they did not function efficiently. On the other hand, the corporation functions 
poorly in many areas today not because of lack of technology but because of 
lack of loyalty. Loyalty to economic organizations and what Boulding calls 
“the ‘minor virtues’—honesty, truthfulness, punctuality, faithfulness in the 
fulfillment of promises, sobriety, attention to business” (p. 140) are the keys 
to the remarkable development of organization in the modern world as much 
as technological changes. 

Boulding’s analysis of organizations has the shortcomings pointed out 
earlier: it accepts progressiveness or as he terms it, “the spirit of enterprise” 
as the important thing (p. 158) and it fails to see the dangers of the Smithian 
self-interest solution. He reflects the curious ambivalence in Protestantism. 
Love is described as the major Christian virtue (p. 140) but self-interest must 
be relied upon for political and economic organization. This uncertain attitude 
toward the Christian ethic of love is epitomized when he rejects love as the 
organizational principle for any organization larger than the family on page 
178 and then, on page 198 appeals for world organization on the basis of love. 

Boulding’s case studies of the ethics of the labor movement, the farm and 
business organizations and the national state as organization are instructive 
although a bit unfair to labor and too kind to farmers and business. 

Cates A. SMITH 


Brown University 
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A Study in the Theory of Economic Evolution. By Trycve HAAvELMo. (Am- 
sterdam: North-Holland Publishing Company. 1954. Pp. 114. $2.00.) 

Haavelmo puts the question in an interesting and novel way: how are we 
to explain the fact of gross economic dissimilarities? Why is one country 
rich and another poor? Why is one region economically and technologically 
advanced and its neighbor primitive? This is one of those tricky problems 
where it is only too easy to find answers, too many answers, and the fine art 
of the theorist is to pick out the illuminating and fruitful ones. At the very 
beginning Haavelmo rules out the easy verdict that “people are just different” 
—which explains everything and therefore explains nothing. He argues that 
the basic idea underlying and justifying international development programs 
is that the human material is essentially homogeneous. The theory that goes 
along with this practice should proceed from the same assumption. This is 
not at all to deny that the process of economic development itself leaves deep 
and irreversible marks on the capacities and motivations of people. In his 
formal mathematical models Haavelmo tries to introduce this powerful effect 
by including a variable which stands for the cumulated level of education and 
know-how. He makes it depend somehow on income or capital per head and in 
turn it works on the technological level, the birth rate, and perhaps the pro- 
pensity to save of the population. If he does not completely succeed in making 
the model ring true, who is to cast the first stone? 

A case could be made that Haavelmo underrates the importance of such 
factors as climate and resource endowment. After all, there are no “developed” 
tropical countries and hardly any “developed” nonindustrial countries. This 
is unlikely to be sheer accident. But even so, one can find enough cases which 
are not explainable on these grounds so that much force remains in Haavelmo’s 
argument. We may leave aside also the influence of social and cultural varia- 
tion (Calvinism, for example). Formal economics must draw the line some- 
where. 

This leaves three by no means mutually exclusive sources of dissimilarity 
to investigate: differences in structural parameters, differences in initial con- 
ditions, and the cumulative effect of random disturbances. Most of the book 
is given over to discussion of these, partly in terms of a series of mathematical 
models, and partly in general terms, but always abstractly, even philosophi- 
cally. It is easy to see that in growing systems even minor differences in struc- 
tural parameters can build up eventually into great divergences. If one identi- 
cal twin starts with an inheritance of ten dollars and the other with nine and 
if their bank pays 3% compound interest, then the first will be much richer 
than the second by the time they are as old as a country can get to be. Alter- 
natively if their inheritances are equal but the first twin’s bank pays 3.01% 
their fortunes will again diverge. In the first case, the twins’ bank accounts 
will remain forever in the same ratio in which they started, although as both 
grow rich the difference between them increases. One could argue that in this 
case the ultimate difference is really “no greater” than the initial difference, 
properly measured. After all in any dynamic system it is hard to say what 
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one means by “minor” differences in parameters, other than those which give 
rise to “minor” differences in development. In the second case, not even the 
ratio of the twins’ fortunes remains constant; by this criterion there is no such 
think as a minor difference in rates of growth. Perhaps one should not consider 
such long periods—but this question cannot be decided on a high level of 
abstraction. In any case Haavelmo has much of interest to say on such ques- 
tions. 

The role of initial conditions is even more interesting, and Haavelmo seems 
to lay greater weight on them. His nonlinear models show what linear models 
never can: that initial conditions can be of fundamental importance. With the 
same structural constants, some starting-points can lead to growth, others to 
stagnation or decline. There are “humps” to be climbed. Even here there are 
subtleties and paradoxes. It is not always clear what are initial conditions and 
what are structural parameters: the distinction is economic not mathematical. 
Moreover, to ascribe differences in development to differences in initial condi- 
tions seems like begging the question. Initial conditions are only the results of 
previous development. But again to draw the line somewhere may nct be as 
arbitrary as it sounds, especially when we take account of the irreversible as- 
pects of economic and social history. 

The chapter on the effects of random shocks on growing systems is on the 
technical side, but its conclusion is that such unpredictable and uncontrollable 
events can easily have the effect of creating, preserving, and even magnifying 
the long-run results. If our twin brothers, now with the same inheritance and 
the same bank, engage in tossing a fair coin it is quite likely that one will wind 
up supporting the other. 

The book ends with an interesting discussion of “economic history as an 
irreversible process of trial and error.” There should be some room for the 
notion of social choice in models of economic growth. I have no idea what the 
prospects are for progress in this direction. The long run is deceptively hard 
to analyze, if only because analytical errors, along with everything else, get 
magnified. 

RoBert SOLOW 

Massachusetts Institute of Technology 


Monopoly and Competition and their Regulation. Edited by E. H. CHAMBER- 
LIN. (New York: St. Martin’s Press. London: Macmillan. 1954. Pp. xvi, 
5549. $7.50.) 


This book incorporates the product of the Round Table meeting of the In- 
ternational Economic Association which was held in Talloires, Haute Savoie, 
France in September 1951. In addition to 24 papers it includes a substantial 
summary record of the debate prepared by Elizabeth Henderson. The papers 
may be said to fall into three fairly distinct categories: (1) those descriptive 
of the market structure, the character of public policy, and the cultural values 
and attitudes prevalent in various countries with respect to competition and 
monopoly; (2) those dealing primarily with theoretical issues; and (3) those 
dealing with public policy objectives and techniques. 

The country papers deal with Canada (V. W. Bladen), France (R. Goetz- 


BOOK REVIEWS 157 


Girey), Italy (F. Vito), Union of South Africa (W. F. J. Steenkamp), United 
Kingdom (G. C. Allen), United States of America (R. B. Heflebower), 
Western Germany (F. Boehm), and Scandinavia (H. Brems). These papers 
are on the whole disappointing. To begin with, the information available on 
market structures and patterns of behavior in most, if not all, countries is 
woefully inadequate. Information is adequate only in connection with legisla- 
tion affecting competition and monopoly. As a consequence some of the papers 
tend to be no more than a summary and rather spiritless description of the 
law of the land as it affects competition and monopoly. Second, there is evi- 
dence that (with some exceptions) the problem to which the authors address 
themselves is not of vital concern to them. This should not be especially sur- 
prising. The issues under discussion have aroused much more intense interest 
and public debate in the United States than anywhere else in the world. The 
general outline of the issues which the authors were asked to examine reflects 
an American’s conception of the issues—a conception which contrasts rather 
sharply with its European counterpart. One has the feeling that, if the partici- 
pants had been given a much freer hand in formulating the problems, the coun- 
try papers might have been stimulating and provocative. Vito’s remark that in 
Italy “competition as such is not highly rated in our value system—it receives 
appreciation within the limits it contributes towards a superior aim of com- 
munity life” brings home in a rather striking fashion the issue of cultural 
relevance of the problems under discussion. Heflebower’s optimistic statement 
concerning the extent and the desirability of competition in the United States 
is matched by the scepticism of the European participants both as to the 
extent and as to the desirability and feasibility of competition in their coun- 
tries. Characteristic in this respect is E. A. G. Robinson’s statement in the 
course of the debate that “listening to successive American speakers, he had 
felt as if (he were) listening to a ‘harmony glee club.’ ” Finally, with regard to 
the country papers, W. F. J. Steenkamp’s discussion of the relation between 
the growth cf an underdeveloped economy and monopoly contains a number of 
highly promising insights. 

Among the theoretical papers there are some truly outstanding contribu- 
tions. J. S. Bain’s discussion of “Conditions of Entry and the Emergence of 
Monopoly,” S. Lombardini’s “Monopoly and Rigidities in the Economic Sys- 
tem,” and P. Hennipman’s “Monopoly: Impediment or Stimulus to Economic 
Progress” represent top-drawer performances and should be put high on the 
reading list of specialists in the field. The other theoretically inclined papers 
contain much that is interesting, but do not extend our horizon to any signifi- 
cant extent. These papers include Joan Robinson’s “The Impossibility of Com- 
petition,” E. H. Chamberlin’s “Measuring the Degree of Monopoly and Com- 
petition,” I. Svennilson’s “Monopoly, Efficiency, and the Structure of In- 
dustry,” Jane Auber-Krier’s ““Monopolistic and Imperfect Competion in Re- 
tail Trade,” K. Rothschild’s “The Wastes of Competition,” and F. Machlup’s 
“Monopoly and the Problem of Economic Stability.” 

It is impossible to discuss the content of individual papers. An attempt 
might be made, however, to state the general character of the approach and 
the sense of problem that dominates most if not all the theoretical papers. To 
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begin with, there seems to be general agreement that traditional theory con- 
cerning market structure and associated behavior and performance is dead but 
not quite buried. It is clear that the doctrine of “workable competition” has 
made substantial inroads in the thinking of the theorists. It is also clear, how- 
ever, that no systematic body of thought has been formulated which can be 
substituted for traditional structure-behavior-performance theory. Some of 
the papers strive to formulate such a theory in terms of behavior or conduct 
(emphasizing such things as active competition, or competitive pressure, or 
potential competition, etc.) whereas others attempt to associate structure 
with performance in a more direct fashion. There is general dissatisfaction 
with static analysis—but no attempt is being made to replace it completely 
with either a dynamic or an evolutionary, growth-oriented model. One is left 
with the feeling that traditional neoclassical doctrine is most inadequate in 
explaining or predicting behavior or performance from structure—but that 
the task of putting something in its place has barely begun. Similar remarks 
can be made in connection with the standards, welfare criteria or value systems 
in respect to which the performance emerging from structures is to be 
evaluated. All agree that perfect competition as a standard is dead. The sub- 
stitute in most cases, however, seems to take the form of ad hoc, casuistic 
theorizing. 

The last group of papers deals with problems of public policy rather than 
theory. F. A. McGregor’s paper on “Canadian Techniques” should provide 
much food for thought to American students of antitrust law and its enforce- 
ment in the United States. The papers by W. J. Jéhr on the “Regulation of 
Competition” and J. M. Clark on “Competition and the Objectives of Govern- 
ment Policy” are highly readable. It is of some interest perhaps that the public 
policy papers tend to treat competition as a concept of conduct rather than as 
a concept of structure or performance. The “workable competition” which 
emerges from these papers tends to be formulated in terms of behavior pat- 
terns rather than in terms of market results. C. D. Edward’s paper on the 
“Tssues in the Monopoly Problem” may be classed in the public policy cate- 
gory though there is much in it that deals with theory. It contains a list of highly 
penetrating questions. It is an excellent statement of the state of ignorance 
of the profession. Finally, one should mention W. A. Lewis’ “Recent British 
Experience in Nationalization” and J. M. Jeanneney’s “Nationalization in 
France.” Both papers serve to emphasize the fact that nationalization per se 
solves no problems—that the question of objectives and criteria of public 
policy may be raised as acutely in the “regulation” of nationalized as it is 
raised in the regulation of private businesses. 

It may be evident by now that the reaction of this reviewer to the volume as 
a whole is rather mixed. Quite a few of the papers are masterpieces. Some are 
rather mediocre and run of the mill. Even the best, however, do no more than 
raise the problems with which this generation of economists must deal, if it 
is to make any contribution to the issues of theory and policy which it has 
inherited from the past. 

A. G. PAPANDREOU 

University of Minnesota 
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Uncertainty and Business Decisions—A Symposium. Edited by C. F. CarTER, 
G. P. MerepitH and G. L. S. SHackte. (Liverpool: The University Press. 
1954. Pp. viii, 101. 10s, 6d.) 

This volume contains seven papers delivered at a meeting devoted to discus- 
sion of the problem of decision-making under uncertainty, with special refer- 
ence to the ideas put forward in G. L. S. Shackle’s Expectation in Economics. A 
brief summary by Shackle of his own theory helps to make the book self-con- 
tained, and there are several additional, minor contributions. 

Shackle’s views cannot be adequately summarized here, but the most crucial 
contentions are the following. (1) The decision-maker will associate a degree 
of “potential surprise” (y) with the value (x) of each possible outcome of a 
course of action; “surprise” is a psychological magnitude, not connected with 
“frequency-ratio probability.” (2) Courses of action will be evaluated by the 
decision-maker exclusively in terms of two outcomes—those which attain the 
highest favorable and unfavorable values on a psychological “stimulation- 
function” 9(x,y) (stimulation varies inversely with y and directly with the 
absolute value of x). Shackle’s theory is descriptive, arguing that men do 
behave in the way indicated, not that they necessarily should. It is a psycho- 
logical theory of decision: it argues, for example, that men ignore mathematical 
expectation—which, as an “unappealing, unexciting abstraction,” is supposed 
to lack the power to stimulate the mind. 

D. J. O’Connor accepts Shackle’s theory as an explanation of subjective ex- 
pectation, but argues (following Russell) that some kind of theory of objec- 
tive credibility is still needed. O’Connor, unlike Shackle, accepts the frequency 
interpretation of probability as a guide to credibility for some situations, main- 
taining only that a rather different guide is needed for situations which are 
unique or unrepeatable. Such a guide may be needed for situations which are 
“unique” in the sense that probabilities are completely unknown. Shackle also 
claims, however, that even where probabilities are known they are irrelevant, 
provided that the decision is unique or unrepeatable (for example, if it in- 
volves a large fraction of one’s wealth or life itself). This view is surely wrong. 
If life or death depends on calling correctly the fall of a not necessarily fair 
coin, no reasonable person would find recorded frequencies of heads and tails 
for that coin irrelevant for his decision. 

C. F. Carter points out that if the ¢-function is to have a definite maximum, 
both x and y must be defined as cardinal magnitudes. Carter criticizes 
Shackle’s theory for its arbitrary concentration on just two outcomes and also 
for its assumption that all outcomes with equal surprise have the same “degree 
of belief,” using the latter term to indicate subjective probability valuation.’ 


* Carter is correct in sensing a difficulty with Shackle’s theory here, though his discussion 
of it is confusing because he fails to mention that he defines “degree of belief” differently 
from Shackle. The latter’s “degree of belief” is a function of two surprises—that associated 
with a hypothesis and another with its contradiction, while Carter’s is a simple subjective 
probability ordering. That there is a difficulty with Shackle’s definition is indicated by the 
following example. By Shackle’s Postulate 9, at least one possible hand of 13 cards at bridge 
must carry zero surprise. The contradiction of the hypothesis that I will receive this hand 
(i.e., the hypothesis that I will receive any of all the other possible hands) must also be 
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To avoid these difficulties Carter presents a revised theory of expectations. 
Possible outcomes are divided into groups according to degree of belief, and 
courses of action are examined by comparing their outcomes for each possible 
state of the world, each such state (e.g., war next year) being associated with 
a particular degree of belief. Carter, though he perhaps does not realize it, 
is on familiar territory here: unlike Shackle, he really views the problem of 
decision-making under uncertainty along traditional lines, the only substantial 
departure being his insistence on grouping the outcomes into a small number 
of ordinally defined equal-belief groups (this is due to a supposed inability of 
the human mind to contemplate a continuous variable). Carter’s prescription 
for action differs, however, from the traditional one (maximizing expected 
utility, with subjective or objective probabilities as weights) because of the 
ordinal nature of his degrees of belief. In general, his prescription will not lead 
to a solution; that is to say, except in special cases where something like domi- 
nance exists, there remains an irreducible doubt. This is possibly a fruitful 
idea (it is related to some of Shackle’s work)—<interesting consequences can 
perhaps be drawn from a theory of indecision, though Carter does not pursue 
the question further. 

Lack of space precludes detailed discussion of several other contributions. 
W. B. Gallie argues that analysis of “what is contingent or irreducibly un- 
certain” in human affairs has been slighted as a result of failure to realize that 
scientific laws do not and can never totally depict reality. While this view of 
scientific laws seems reasonable, there is a long history (starting with Bayes 
and D. Bernoulli) of thoughtful analysis of the problem of decision-making 
under uncertainty which Gallie ignores. B. R. Williams stresses the importance 
of uncertainty in various parts of economic theory, especially the theory of 
profit. 

Some special mention must be made of the paper by I. J. Good, which is 
a fascinating hodgepodge of methodological ideas, definitions, remarks and 
suggestions defying brief summary. Good maintains a subjective theory of 
probability, outlined in his valuable book Probability and the Weighing of 
Evidence. ‘The reader should be warned, however, that Weaver’s “surprise 
index” discussed by Good is no close relative of Shackle’s, being an inverse 
of elements in a probability distribution rather than a psychological magni- 
tude. 

Because of the extraordinary dependence of Shackle’s theory upon his 
special (and therefore refutable) hypotheses about the psychology of the 
decision-making process, interest naturally attaches to the contributions of 
G. P. Meredith, a psychologist, and A. D. Roy, whose topic was the pos- 
sibility of testing alternative theories of uncertainty. Unfortunately, Meredith 
in discussing a wide variety of topics neglects Shackle’s crucial psychological 
contention: to wit, that one single point on the favorable side of the 9-surface 
has the power to eclipse all other favorable outcomes and concentrate all 


assigned zero surprise (footnote on p. 113 of Expectation in Economics, 2nd ed., and 
Postulate 6). But then my degrees of belief (Shackle’s definition) in the two hypotheses are 
equal (by Postulate 1). This is completely unreasonable. 
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attention on itself; and similarly on the unfavorable side. Roy does not 
propose any specific tests, indicating that the alternative theories are as yet 
so incompletely developed that case studies are likely to yield more informa- 
tion than experiments.? Both postulates and consequences of Shackle’s theory, 
however, do seem sufficiently clear to warrant an attempt to square theory 
with observation. Shackle himself has pointed out a discrepancy here—his 
theory appears to have the consequence that a speculator will in general 
hold all his resources in only two assets. The absence of comparisons of fact 
and theory or of modifications of theory in the light of such comparisons is 
the chief cause of a certain disappointment the reviewer felt in the volume. 
Jack HIRSHLEIFER 

The Ranv Corporation 

Santa Monica, Calif. 

* A survey of various experiments bearing on the economic theory of choice may be found, 


however, in W. Edwards, “The Theory of Decision Making,” Psych. Bull., July 1954, LI, 
380-417. 


Wirtschaftssysteme und Gesellschaftssysteme. By Epuarp HEIMANN. Veroef- 
fentlichungen der Akademie fuer Gemeinwirtschaft Hamburg. (Tuebin- 
gen: J. C. B. Mohr (Paul Siebeck). 1954. Pp. xii, 250. DM 16.50; cloth, 
DM 19.80.) 


Through these pages vibrates the passion of a writer who wants his message 
to be heard. The volume offers economic analyses, sociological essays, theo- 
logical observations. But all that is only a means of conveying the message: 
Only a rejuvenation of Christian faith can make possible a creative solution of 
the mortal threat to western civilization. 

This statement of what seems to be the final aim of this book may appear 
to disqualify it for a review in a professional journal of economics. Neverthe- 
less, I appreciate it that the editor of the American Economic Review wants 
this book brought to the attention of the profession. This is justified on two 
grounds. 

1. Heimann has brought together in this book the German translation of a 
number of studies published in English during the last twenty years.’ These 
contain valuable but not easily accessible contributions to the literature on 
major socio-economic topics. The analyses of planning in totalitarian and 
liberal societies; the role of labor unions, trends in agriculture, class struggle, 
imperialism and colonialism, these and others will be of interest even to those 
who dismiss Heimann’s main message as “nonscientific.” 

2. Furthermore, in our age of specialization in economics, it is necessary to 
remind the student of economics of the essential unity of the social sciences. 
In working on specialized economic topics he should remember the noneco- 
nomic assumptions which usually are taken for granted. Heimann demon- 


* About one-third of the book has been written especially for this publication. Also, 
previously published parts are so edited and supplemented that the book is now somewhere 
between a systematic treatment and a collection of essays. There is a great number of 
references to other works by the same author, some published, others in manuscript form. 
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strates this unity once in his book by the following example: “. . . the smooth 
operation of the [market] economy requires a certain degree oj reliability 
and compatibility of the people, and this minimum is assured through the 
spiritual-moral-religious characteristics of the society at the present time” 
(224). He then raises the question as to whether under present trends the 
continuation of these prerequisites of the modern economic organization is 
assured. Another example is related to the quasireligious element in Marxism 
which is important for an understanding of Soviet Communism; or the ques- 
tion as to the spiritual aspirations of the former colonial countries which is 
decisive for an understanding of the economics and politics of the underde- 
veloped countries. A work which deals with these relationships between spirit- 
ual and ideological developments and the developments of economic institu- 
tions and processes should be of interest to the economic profession. 

One of the main concerns of the author is to elaborate on the contrast be- 
tween and the similarity of capitalism and communism. These he regards as 
the two pure systems of what he calls “economic rationalism.” He believes 
that it is common to both systems that economic values (such as maximization 
of income or consumption) are established as the purposes of the economic 
process, separated from their cultural and social context. These systems alone 
lend themselves therefore to the development of economics as an autonomous, 
separate science. Both systems are based, however, on unrealistic and evil phil- 
osophical assumptions—individualism in the one case, collectivism in the other. 
Both do violence to the dignity and freedom of the human being in the social 
community (p. 240) which Heimann regards as two interrelated supplement- 
ary concepts. That these systems can work to some extent in reality is due 
to the fact that “the secularized society is viable as long as it still has the 
unofficial religious inheritance at its disposal” (p. 226). 

Heimann regards capitalism (that is, laissez-faire capitalism) and commu- 
nism as pure types and not as anything existing in reality. He sketches the 
economic system as it is evolving in Western countries under the title of 
“Liberal Democracy.” This appears as a kind of capitalism mitigated by social 
reforms. He also contrasts both capitalism and communism with socialism. 
He defines socialism not by any specific institutional arrangements (such as 
the conventional nationalization of industries) but by reference to a variety of 
institutions which may develop under a “common faith” (p. 41). His examples 
are cooperatives, public corporations (like the Tennessee Valley Authority or 
the British Broadcasting Corporation), private foundations, and private enter- 
prises in fields in which competition can be effective. Socialism consists of 
nontotalitarian planning and noncapitalistic markets. 

A considerable weakness of the book lies in the fact that Heimann has failed 
to clarify the relationship between the historically evolving systems of “liberal 
democracy” and his concept of socialism. At times one has the impression that 
Heimann would like to say that through the force of social, political and eco- 
nomic exigencies we are somehow drifting in the right direction of a truly 
viable and quite effective economic system. And then it seems he cannot quite 
accept this theory because that new system should be created in connection 
with a religious rejuvenation of which only the first pioneers have appeared 
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(p. 240) and their impact on the remaking of western civilization can at best 
be in its beginnings. 

In spite of a number of questions and reservations concerning the analyses 
and interpretations of the book I wish that it could be made available to 
English-reading economists. I say this because the author is struggling with 
truly important problems which are not adequately discussed in our profes- 
sional literature. Here they are treated by a competent scholar in a spirit of 
great sincerity, although I feel that he has not succeeded in fully integrating 
his religious concern with his socio-economic analyses. 

GERHARD CoLM 

Washington, D.C. 


Sulla teoria matematica della economia politica. By G. B. ANTONELLI. Edited 
by G. Demaria. (Milan: R. Malfasi. 1952. Pp. 126, L. 1,000.) 

G. B. Antonelli (1858-1944) was an engineer of considerable professional 
standing who, like so many others trained to that vocation in the nineteenth 
century, felt impelled to augment the literature of the burgeoning science of 
economics also. In a spectrum of engineer-economists he probably deserves a 
place nearer, say, to Launhardt than to Sorel or Pareto, for his interest in 
economics was scarcely perdurable; he made only two major incursions into the 
field—fifty years apart. Nevertheless, one of these—the essay which has 
afforded the title and the reason for the small volume noted here—may well 
be of interest to economists with a theoretical bent, and Professor Giovanni 
Demaria deserves thanks for having rediscovered and reprinted it. 

The book itself consists of three related items, all of which appeared in the 
Giornale degli economisti in 1951. In addition to the title-piece (first published 
in 1886 as a monograph) there is a prefatory historical note by Demaria and 
an exegesis of Antonelli’s mathematics by Giovanni Ricci, professor of analysis 
at Milan, which among other things contains (pp. 96-98) a most persuasive 
discourse on the role of mathematics in economic analysis. 

Theorists and chroniclers of theory may find the book interesting in several 
respects. One of these is that Antonelli’s essay, which was originally intended 
to be the introductory chapter of a full-scale treatise on economics, was the 
first of a considerable number of rather aridly mathematical disquisitions on 
“pure economics,” a genre which at the hands of Barone, Amoroso, and a host 
of others was to become in time a sort of specialty of the country. (At the 
time Antonelli’s essay first appeared, Pareto was still a political feudist rather 
than an economic theorist.) Furthermore, aside from denoting, so to speak, a 
point of inflection in the trend of Italian economic literature, the essay pos- 
sesses substantive interest. For one thing, the skill with which Antonelli de- 
ployed his files of equations and phalanxes of determinants in traversing the 
treacherous terrain of utility and price theory is remarkable since, economically 
speaking, he was autodidattico. Again: Antonelli was probably the first (antici- 
pating by twenty years Volterra’s criticism of Pareto’s Manuel) to raise the 
thorny question of the integrability—.e., validity—of utility functions where 
more than two goods are involved (pp. 29-32). 

As is quite proper in view of its historical nature, several typographical 
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errors have been perpetuated in this reprinting, for example on pages 19, 20, 
and 25. But this has not made Antonelli’s essay easier to read, and some at 
least will find more nourishment in the explanatory articles which sandwich 
it in than they will in the Antonellian meat. 
A. Stuart HALL 
University of Illinois 


The Determination of Production: an Introduction to the Study of Economiz- 
ing Activity. By Burcess CAMERON. (New York: Cambridge University 
Press. 1954. Pp. xv, 100. $3.75.) 

Boiling down the greater portion of basic economic theory to an even 
hundred pages is a considerable feat in itself. To do so without substantial 
loss, and even with a greater flavor of realism than is generally found, as it 
seems to me Cameron has done, is remarkable indeed. 

Cameron’s emphasis is on the general equilibrium of the system. He develops 
the theory by presenting a series of nine models, each involving some further 
generalization of the preceding one. Beginning with the case of consumption 
in fixed proportions and production with fixed technical coefficients, the model 
is modified in successive chapters to include consumer choice, factor substitu- 
tion, investment, money, etc. and discussion is given to such matters as loca- 
tion, the state, monopoly, size of firm and so on. Most of the models are illus- 
trated by numerical examples. 

The result is a book which differs from the usual text in a number of ways. 
Most noticeable, and in light of the subtitle, perhaps most surprising, is the 
fact that the theory is exclusively positive: there is a complete absence of 
welfare theory as such. Secondly, the emphasis on general equilibrium and 
its presentation by successive models means that such topics as consumer 
theory, the theory of the firm, etc., appear as successive qualifications to the 
theory; they are not first treated individually and then put together as a sys- 
tem. In other words, the theory of the firm is an elaboration of the general 
theory of production, the latter is not built up from the former. However, 
since the successive modifications of the model require separate treatment of 
these topics, the pedagogical difference is less than might appear at first sight. 
The emphasis on general equilibrium likewise leads to an integrated treatment 
of the problems of allocation of production on the one hand and determination 
of the aggregate level on the other. There is thus no sharply marked break in 
the analysis as is so often the case. 

Finally the hypothetical examples which are worked out are cast in a 
framework which, it seems to me, tends to offer the student a better back- 
ground for understanding both the nature of and the limitations to modern 
empirical analysis. As an outstanding example, discussion of the linear model 
in Chapter I is accompanied by a fold-in input-output table for a hypothetical 
twenty-industry economy. 

This is not to say that Cameron’s ideas are all entirely beyond dispute. For 
example, I am disposed to quarrel with his practice of including a “normal 
rate of profit” in the early models where there is no investment, and of stating 
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it, even in later chapters, as a per cent of output. Nor does his reference to 
holding money as a “hedge” sirike me as a happy use of the term. But it 
would be a drab book indeed which failed to offer some occasion for difference 
with the author. 

Brevity of presentation is not achieved without cost. Although one does not 
have the feeling that the style is unduly terse, the book may not prove to be 
an easy one for the average student to master without considerable guidance. 
Nevertheless, the volume will provide an excellent text in a senior or first 
graduate course in economic theory for the instructor who ‘prefers a brief, 
competent starting place for his own elaboration. 

B. Suits 


University of Michigan 


Economics. By RicHarp C. BERNHARD. (Boston: D. C. Heath. 1954. Pp. xiv, 
801. $6.00.) 

For the aim of this principles textbook this reviewer has nothing but praise. 
The author has paid more than lip service to the ideal of presenting economics 
to the beginning student as a part of the larger field of the social sciences and, 
indeed, of the whole body of man’s knowledge. It is refreshing to find an 
economist who, on a single page, can make meaningful references to the works 
of Whitehead in philosophy, Wigmore in law, Born, Oppenheimer, and Planck 
in physics, Pareto and J. N. Keynes in economics (p. 715). The author’s short 
note (pp. 236-37) on “. . . current literature in which unemployment is a 
background or setting. . . .” fills a need which many principles teachers must 
have felt when trying to bring home the broader effects of depression to pres- 
ent-day students who have no personal recollection of the nineteen-thirties. 
Unemployment and national income statistics and price indices are hardly 
adequate to give the picture of that era for today’s college sophomore. The 
perceptive novelist has a very real contribution to make. 

When we turn to the technical analysis there are some disappointments. 
Micro-economics receives a full treatment. Demand analysis is, however, based 
on diminishing marginal utility rather than indifference curves—a deliberate 
choice made for pedagogical reasons. Part of the analysis, particularly that 
of elasticity of demand, is carried beyond the level of difficulty with which the 
average sophomore can successfully grapple. 

Macro-theory, however, does not appear to receive the space or rigorous 
analysis which it deserves in view of its position in modern economic thought 
and its importance for national policy. I hasten to add that the author does 
not slight it because he believes, as some do, that if we ignore Keynesian 
economics it will go away. (His apt characterization of Henry Hazlitt’s ideas 
on depressions is that they are “antediluvian.”) His statement that, “The 
problems of economic fluctuations are now stated in terms that are more 
satisfactory {than saving and investment] and the explanation is supplemented 
by the concept of saving and investment” (p. 281) needs elaboration and 
substantiation. Many economists would not agree that Lutz’ article in the 
Quarterly Journal of Economics (Aug. 1938) is “definitive,” in this regard. 
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The chapter on “Economic Myths and Superstitions on the Subject of Depres- 
sions” is a worth-while and stimulating innovation. 

Emphasis upon and space allocation for institutional material in principles 
textbooks are to a considerable degree matters of taste. This book gives a 
very full treatment of business, labor, and international institutions. The 
omission of agriculture is unfortunate, however, for this field is not only a 
controversial one with regard to policy, but also offers the student an oppor- 
tunity to use some of the analytical tools he has learned earlier in the course. 
Considerably more attention is paid to the relation of economics to law and 
to statistics than in most beginning texts. There is also fuller treatment of a 
war economy—the stepchild of economics--than is generally found. 

This .ext is elaborately footnoted, which is ordinarily pedantic pretense in 
a principles text since few students will read footnotes and the instructor 
presumably is familiar with the literature. But in this work many of the 
footnotes serve a very useful purpose in directing the ambitious student and 
his instructor to materials outside the field of professional economics which 
can be studied with pleasure and profit by both. 

Economics can be recommended without reservations for the beginning 
course. It is, perhaps, best suited for those principles courses which are 
oriented towards students not majoring in economics or business administra- 
tion. 

ROYALL BRANDIS 

University of Illinois 


Economic History; National Economies; Economic Development 
Britain and Industrial Europe, 1750-1870: Studies in British Influence on the 


Industrial Revolution in Western Europe. By W. O. HENDERSON. (Liver- 
pool: The University Press. 1954. Pp. vii, 255. 25s.) 


The appearance of a new work which stresses the international aspects of 
the origins of industrialization in Western Europe is a welcome occurrence, 
not alone for economic historians, but also for scholars and officials whose 
concern is with that most recently sprouted of the branches of economic science 
and policy—-the economics of underdeveloped areas. Dr. Henderson, senior 
lecturer in international economic history at the University of Manchester, 
is well qualified to deal with this topic in view of his previous work on The 
Lancashire Cotton Famine, 1860-5 (1934) and The Zollverein (1939), as well 
as his many articles dealing with the economic expansion of Germany. Although 
he makes no pretense of writing a complete history of British influence on 
continental industrial development, he has dug deeply and skillfully into a 
wide variety of sources, both manuscript and published, to bring to light much 
new information and to correct some old misinformation. His use of contem- 
porary literature and reports of government commissions is particularly note- 
worthy. 

In an introductory chapter the author states that Englishmen influenced the 
industrial development of Western Europe in three ways: (1) emigration of 
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skilled workmen who installed new machinery and insiructed native workers 
in its use; (2) the activities of British entrepreneurs and managers abroad; and 
(3) the export of British capital. In addition, he points out the significance of 
continental industrialists who studied or traveled in Britain. In the chapters 
which follow he is primarily concerned with the first two instrumentalities; his 
book is, therefore, a useful complement to Leland Jenks’ Migration of British 
Capital to 1875 (1927), which thus far has stood virtually alone in its treatment 
of this topic. 

The main body of the work consists of eight monographic studies (some 
previously published) on aspects of the development of France, Belgium, 
Germany, and “Central Europe” (which in this case consists of the Habsburg 
dominions, Holland, and Switzerland). Three deal with specific episodes, the 
others with more general topics such as the textile or metallurgical industries. 
The studies are grouped by country, France rating three totaling 91 pages, 
Belgium one of 37 pages, Germany three in 55 pages, and “Central Europe” 
only 17 pages. 

British influence was most pronounced in France and Belgium, considerable 
in Germany and Switzerland, of much less significance in Holland and the 
Austrian Empire. Although the author does not explicitly draw the conclusion, 
it is clear that direct British influence was at its peak between 1830 and 1860. 
Prior to that time communications were inadequate and social conditions un- 
favorable for the rapid diffusion of techniques, even after they had once been 
transplanted. Subsequently, there was a less pressing demand as the once- 
backward countries, notably Belgium and France, themselves began to export 
the instruments and techniques of modern industrial enterprise. 

Incidental reference is made to the activities of British workers and entre- 
preneurs in Spain, the Scandinavian countries, and Russia. There is, however, 
no mention in the text of either Italy or Portugal, although British influence 
in the former in the middle decades of the nineteenth century was enormous, 
and the latter was virtually an economic satellite of Britain. Although Portugal, 
certainly, was not a part of “industrial” Europe, the omission of Italy is a 
serious gap. In another connection, had the author paid more attention to the 
activities of financial institutions and the export of capital he would have 
found still further evidence of British influence; for example, in the early 
Swiss railways before they were taken over by French and native Swiss 
entrepreneurs. On the whole, however, he is correct in placing the emphasis on 
men, machines, and techniques; the export of capital was of importance mainly 
as a vehicle for the former. In the instances when capital went abroad un- 
accompanied, as in government loans, it turned out more often than not to have 
been of little effectiveness in promoting industrialization. 

Most readers will applaud the brevity of the volume, as well as its precise 
scholarship, but there are a few trivial defects of composition which mar its 
readability. Much material which belongs in the text is to be found in the 
voluminous footnotes, and in places the text itself tends to resemble a catalog, 
as when the author reels off the names of English artisans in a particular 
locality. Also, the nature of the individual studies results in some repetition. 


168 THE AMERICAN ECONOMIC REVIEW 


On the other hand, the elaborate footnotes, the well-chosen titles in the 17-page 
select bibliography, and the very thorough index will all be of considerable 
value to scholars working in this and related areas. And for a wider audience, 
the nature and consequences of the diffusion of techniques of economic develop- 
ment which Henderson has illuminated in this instance will invite comparison 
with similar phenomena of both past and present. 

Ronpo E. CAMERON 


University of Wisconsin 


South African Food and Agriculture in World War II. By J. M. Tintey. 
(Stanford: Stanford University Press. 1954. Pp. xii, 138. $5.00.) 

This is one of the group of studies sponsored by the Food Research Institute 
on food and agriculture in World War II. It reviews briefly the prewar position 
of South African agriculture, describes the evolution of the food and agricul- 
ture regulatory agencies during the war, and tells what was done to handle 
the surpluses of some export products, resulting from the loss of markets in 
enemy countries or from the lack of shipping, and to meet the shortages of 
other products due to increased consumption, unfavorable weather conditions 
or absence of the usual imports. The book goes on to discuss the wartime 
difficulties encountered, and the measures taken to meet them, in fertilizers 
and other farming requisites, the wartime employment and food consumption 
trends, price control and price developments, and the postwar food problems. 
The final chapter provides a good summary of the book. 

One item of particular interest is that South Africa never introduced a 
formal system of food rationing even though there were periodic shortages of 
certain foods, especially immediately after the war. The determining factor 
in this policy was the government’s belief that the administration of food 
rationing in the South African multiracial and culturally heterogeneous econ- 
omy would be most difficult. The author flatly disagrees with the policy that 
was followed, stating that difficulties would have been no greater in South 
Africa than in many other countries. In this regard, my sympathies are with 
the government. 

Strangely, although Professor Tinley is the author of a book on the native 
labor problem in South Africa, the introductory background section of the 
book omits any mention of one of the important characteristics of South 
African agriculture: the dependence on African natives for the bulk of the 
labor on the European farms. Unless this particular organization of production 
is appreciated, the low productivity of South African agriculture cannot be 
understood. 

Within the framework that the author accepted for himself he did an 
excellent job in providing a concise clear description and analysis of what 
was done in South African food and agriculture during the war. But those 
readers who are interested in the major problems of South African agriculture, 
or in the economy of South Africa and the position of the food and agricul- 
tural sector within the economy will feel dissatisfied. 

The book omits any analysis of the lasting impact of the war on South 
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African agriculture. For example, what did the war do to the peculiar eco- 
nomic structure of agricultural production? There is no mention made of the 
contribution of the war towards the elimination of the “poor whites” from 
agriculture, nor, on the other side, of its contribution towards the spread of 
the Karoo—the South African semicdesert. 

A White Paper on agricultural policy issued at the end of the war stated, 
“Today the farming industry and the country generally are suffering from the 
results of systems of land use that have been carried on with apparent success 
as far as production is concerned, over lengthy periods of time, but which are 
now showing clear signs of breakdown all over the country.” “Breakdown” 
is undoubtedly too harsh a characterization of South African agriculture at 
the end of the war, but it is fairly clear that South African agriculture res- 
ponded poorly to the challenge of the war. There is no doubt that Tinley’s 
book would have been more illuminating if it had included an analysis of this 
problem. 

A. M. KaMarck 

Chevy Chase, Maryland 


Management of the Industrial Firm in the USSR: A Study in Soviet Economic 
Planning. By Davip Granicx. (New York: Columbia University Press. 
1954. Pp. xiii, 346. $5.00.) 

This is the fourth in a series of books on the Soviet Union to be published 
by the Russian Institute of Columbia University. It is the first major work 
on Soviet industrial management to be published in the West and is based on 
a study of heavy industry for the period 1934-1941; it extends our knowledge 
considerably beyond the point to which it was carried in 1944 by Bienstock, 
Schwartz, and Yugow (Management in Russian Industry and Agriculture). It 
treats many features of the Soviet firm not covered in J. Berliner’s recent 
article (Quarterly Journal of Economics, August 1952) nor by A. Vucinich 
(Soviet Economic Institutions, Stanford, 1952), and also corroborates Berliner 
in those important areas (e.g., the relative unimportance of enterprise profits 
to managerial motivation) where the studies overlap. Corroboration in this 
instance serves an important function since Berliner, relying primarily on 
interviews with displaced persons who held managerial positions under the 
Soviets, had turned up a considerable amount of information concerning the 
operation of Soviet enterprises which was at odds with the official picture 
painted by Soviet economists in their textbook literature and in the more 
general economic journals. This picture, incidentally, has been accepted by 
most western economists (see, for example, the writings of H. E. Ronimois). 
Granick, exploiting relatively untapped sources of data, primarily the Soviet 
industrial journals and newspapers, but also the financial, political, and legal 
journals, substantiates Berliner. 

The first three chapters of Management of the Industrial Firm in the USSR 
provide background and are “intended to describe the organizational milieu in 
which management has functioned and the personal traits of the managers 
which have conditioned their reactions to the Soviet industrial environment.” 
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Chapters 4 and 5 deal with the formation and limitations of the national plans 
and the role of plant management in their formulation. Chapters 6 through 8 
are concerned with the interrelationship between centralized direction of 
individual plants (and the network of controls employed to this end) and 
the degree of autonomy of plant management. Chapters 9 and 10 deal with 
the various (often conflicting) methods by which the success with which a 
plant has been operated is measured in the Soviet Union. In Chapter 11 some 
additional material on the penalties and incentives of plant executives is 
presented. Chapters 12 and 13 “deal with the role of the Communist Party 
and of mass worker participation in the administration of industrial firms.” 
In the final chapter “an analysis of Soviet firms is made by comparing Soviet 
industrial organization with Max Weber’s model of bureaucratic structure, 
and some conclusions are offered as to the success of the system in carrying 
out the ends of Soviet top leadership.” 

The picture of the Soviet “firm” which emerges from Granick’s pen is not a 
simple one by any means. Indeed it is so complex, and its component forces 
so difficult to assess, that Granick has made no attempt to develop a theory 
of the Soviet firm, a shortcoming of his book from the point of view of the 
economist. But the picture is clearly drawn and is the most realistic available 
at this date. We see the Soviet enterprise as the basic element in the Soviet 
industrial-administrative hierarchy. Although enterprise management has the 
power to make a number of independent decisions, there is no way of 
predicting which among several possible courses of action will be followed, 
although some probabilities are implied. Difficulties in predicting enterprise 
behavior are caused by the fact that Soviet management is faced with a mass 
of conflicting goals, controls, authorities, penalties and incentives: national 
goals and priorities conflict with enterprise targets; enterprise targets, of which 
there are many, are inconsistent with one another so that fulfillment of one 
involves nonfulfillment of others; the chief bookkeeper is interested in one 
set of targets, the plant director in another, and the Communist party repre- 
sentative in still another; fulfillment of enterprise goals, which have the force 
of law, may only be possible by law infringement in some other area; manage- 
ment may be punished for infringing laws to fulfill goals, for not fulfilling 
goals in fear of infringing other laws, and rewarded for fulfilling goals by 
infringing other laws; and so forth. In his final chapter Granick fairly satisfac- 
torily explains on rational grounds why such a hodgepodge exists and particu- 
larly why the Soviets apply not one but several and conflicting criteria of 
success to plant management. He might have included in his discussion 
nonrational factors such as the arbitrary nature of much of the Soviet price 
system and the problems which arose from the use of 1926-27 prices in 
industrial planning. He correctly, in my opinion, cautions the reader (pp. 282- 
83) not to jump to conclusions regarding the relative efficiencies of the Soviet 
and capitalist economies on the basis of his discussion, and indicates briefly 
some of the weaknesses from a national welfare point of view of the “rate of 
return” as the single capitalist criterion of success. 

Although Granick carefully refrains from empirical generalizations based 
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on insufficient data, a temptation in case studies of this sort, I would question 
his suggestion (pp. 73-74) that imperfections in Soviet planning have re- 
sulted in such large amounts of idle capacity as to explain the Soviet policy 
of encouraging overfulfillment of plans. In fact, Granick himself contradicts 
this position later in the book (pp. 130-31) in discussing the general Soviet 
policy of “overambitious” plans. 

This is an interesting and scholarly study worth the attention of all persons 
interested in the Soviet economy, theory of the firm, economic planning, and 
in the administrative problems of industrial management. 

F. D. HotzMan 

University of Washington 


Economic Survey of Europe in 1953. By the Research and Planning Division, 
United Nations Economic Commission for Europe. (New York: Columbia 
University Press. 1954. Pp. xii, 314. $2.50.) 


In this latest of a series of annual reports on the European economy, the 
research staff of the Economic Commission for Europe turns its attention to 
problems of economic development in Southern Europe, an area defined as 
including Portugal, Spain, Southern Italy, Yugoslavia, Greece, and Turkey. 
It will come as no surprise to economists who are familiar with previous reports 
in this series to learn that this is a highly rewarding survey, distinguished both 
for the richness of its factual material and the acuteness of the analysis. 

This survey is a valuable corrective to the easy tendency to lump these 
countries in with the countries of Western and Northern Europe and to 
attribute to them all, at least inferentially, broadly similar economic char- 
acteristics and problems. In fact, the economies of the Southern European 
countries reveal easily as many similarities to the Asiatic stereotype of the 
underdeveloped country as they do to the advanced economies of Western and 
Northern Europe. Populations are predominantly agricultural; rural under- 
employment is widespread; illiteracy is common and infant mortality high; 
cropping practices are inefficient and crop yields low; rural inertia and 
traditionalism stand in the way of change; mineral exploration and research 
are retarded; and manufacturing activity is at a low level with its development 
hampered by the poverty of consumers, the scarcity of skilled labor, the in- 
adequacy of community services, and the low level of savings. 

For each of the five countries and Southern Italy, the report offers a 
critical survey of economic conditions, trends, and policies. The essay on 
Yugoslavia is of interest not only as a survey of that country’s economic out- 
look, but even more as an account of the emergence in Yugoslavia of a hybrid 
form of economic organization which would seem to be unique in the modern » 
world. After the break with the Cominform in 1948, the Yugoslav government | 
stopped trying to model its economic system in the image of the Soviet Union, - 
and began its quest for “a specifically Yugoslav form of socialism.” What has 
gradually emerged might be described as bearing some resemblance to guild . 
socialism, though the analogy is imperfect in important respects. There has — 
apparently been no retreat from the principle of public ownership of non- 


172 THE AMERICAN ECONOMIC REVIEW 


agricultural productive facilities, but the whole system of detailed centralized 
planning of economic activity, as symbolized by rigid production plans 
establishing output goals for each industry, has given way by stages to a kind 
of quasicompetitive socialism, in which an increasing number of resource- 
allocation decisions are being made via the market mechanism. 

The control of industrial enterprises has been formally vested in the workers; 
that this control is more than nominal may be inferred from the fact that 
workers, in considering whether to employ the profits of the enterprise for new 
investment, for community facilities, or for dividends payable to themselves, 
often chose dividends. The foreign trade monopoly has been abandoned, and 
enterprises are free to buy and sell abroad on their own initiative, though 
within the framework of a complex system of export bounties and import levies. 
Enterprises are also free to make their own decisions with respect to composi- 
tion and level of output and selling prices. They may in their own discretion 
invest or disinvest in durable producers’ goods or inventories, and they may 
finance expansion either by reinvesting profits or borrowing from banks. 

A steeply progressive tax on the profits of enterprises was to be dropped in 
1954 in favor of a flat-rate profits tax of 50 per cent. Dividend payments were 
to be brought under control, with the share of profits available for distribution 
to workers falling sharply as profit increases. The central government had 
decided to abandon its practice of decreeing minimum capacity utilization 
ratios for enterprises, and “‘reliance is to be placed instead on a fiscal stimulus 
to the maximum utilization of capacity in the form of a new tax on fixed 
capital”—a decision which suggests that the Yugoslav planners may have 
allowed their admiration for the price system to run ahead of their mastery of 
price theory. 

Though the Yugoslav government has yielded many of its economic 
prerogatives to the market, it has by no means abdicated its economic role. 
Investment programming in the area of “social capital”—power plants and 
steel mills as well as roads and public buildings—remains a direct responsibility 
of the government. A turnover tax, levied at different rates on different 
industries, modifies the verdict of the market on interindustry resource alloca- 
tion. Though sowing patterns in agriculture are no longer prescribed, and 
though compulsory deliveries were abandoned in 1952, the state is still the sole 
buyer of some crops and the biggest buyer of others. 

The ECE staff wisely refrains from attempting even a tentative appraisal of 
the results of the new economic policy in Yugoslavia; for not only is the 
experiment too young to allow of such an appraisal, but its effects would be 
extremely difficult to isolate in a troubled economic atmosphere dominated by 
the forced reorientation of foreign trade patterns after 1948, the internal 
imbalance caused by the impetuous and grandiose planning decisions of the 
early years, the droughts of 1950 and 1952, and the dedication of 20 per cent 
of gross national product to defense. While eschewing an appraisal of results, 
however, the ECE staff, never celebrated for harboring a blind faith in the 
workings of the free market, cannot resist the temptation to observe that 
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“current discussions in Yugoslavia . . . emphasize to an almost exaggerated 
extent the virtues of market mechanisms as regulators of the allocation of 
resources.” What is exaggerated to ECE might not so appear, however, to other 
observers; clearly the bizarre turn of economic policy in Yugoslavia calls for a 
more comprehensive and detailed study than ECE is able to provide in this 
brief but excellent review. 

In addition to the country surveys, the report deals on an area-wide basis 
with achievements and potentialities in agriculture, mining, and manufacturing, 
and with the internal and external aspects of the key problems of economic 
development in Southern Europe. The ECE group emphasizes, as potentially 
remediable causes of agricultural inefficiency in Southern Europe, the tradi- 
tional but wasteful practice in grain cultivation of fallowing every second year, 
the antiquated methods employed on latifundia in Portugal, Spain, and South- 
ern Italy, the deforestation and overgrazing of mountain areas, and “the 
farming of dispersed plots by peasants living in huge townships far away from 
the land they cultivate.” Wheat yields in the area could, according to ECE, be 
raised by 50 per cent by abandoning the practice of fallowing and substituting 
an intensive rotation of wheat with fodder plants and special grasses. It is held 
also that the agricultural potential of certain regions cannot be realized without 
“breaking up latifundia” and instituting settlement schemes for farmers and 
farm laborers now living in the vast agricultural villages. 

Apart from the special survey of Southern Europe, the report includes the 
customary review of economic conditions in Western Europe. Despite the 
preponderance of favorable developments in 1953, including the recovery from 
the 1952 recession, the improvement in the balance of payments with the dollar 
area, and the relaxation of strains on the European Payments Union, ECE 
continues to find symptoms of latent afflictions which belie the apparent good 
health of the patient. The congenital pessimism of ECE notwithstanding, 
Western Europe is fortunate to have so skilled a diagnostician; for if Western 
Europe should stage a full and lasting recovery, it will matter little that ECE is 
the last to herald it. 

Finally, the report contains a brief review of developments in Eastern 
Europe and the Soviet Union. Probably the most notable change in Soviet 
economic policy in 1953 was the drive to increase agricultural output by 
reducing reliance on compulsion and providing stronger producer incentives. 
These measures included the elimination of a large part of the agricultural 
bureaucracy, increased farm prices, reduction of compulsory delivery quotas, 
and more favorable tax treatment of the private allotments of collective 
farmers. The reforms in agriculture are probably of greater significance than 
the much-discussed upward revisions of output targets for consumer goods; 
these prove to be concentrated in the area of metal manufactures, and are of 
such a magnitude that their realization will apparently not require a diversion 
of resources presently devoted to capital formation or defense. 

Kermit GorDON 

Williams College 
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Economic Survey of Asia and the Far East, 1953. Prepared by the Research 
and Planning Divisions, Economic Commission for Asia and The Far 
East, Department of Economic Affairs, United Nations, Bangkok, 1954. 
(New York: Columbia Univ. Press. 1954. Pp. xiv, 161. $1.50.) 


Recent political developments in Asia have so far overshadowed economic 
trends that the difficult problems of economic adjustment facing most countries 
of the region have been all but obscured. 

Perhaps nowhere else in the world at present is the preoccupation of govern- 
ments with economic development more pronounced than in South and South- 
east Asia. Yet in many countries of the region the immediate problem is that 
the prospective level of export earnings and of government revenue is hardly 
sufficient to provide the increasing amount of resources which governments 
wish to devote to economic development. As a result there has arisen a sharp 
conflict between the requirements of rapid growth and of monetary stability. 

The Korean War boom had enabled most governments to expand substan- 
tially the volume of their expenditure, largely for development purposes. With 
the collapse of the boom and the subsequent decline in export values and 
government revenues, unwillingness or inability to curtail expenditures to the 
same extent as revenue fell, has in many cases led to substantial budgetary 
deficits and economic instability. Many countries of the region face actual or 
potential balance-of-payment difficulties. The principal cause lies in the decline 
in export earnings and delays of adjustment in private consumption to lower 
levels of income, but budgetary deficits are also partly responsible. The foreign 
exchange earnings and resources of many countries in the area are approxi- 
mately back at the level they had held before the Korean War started, the 
gains of the boom having been used up in the subsequent decline. 

Some countries have boldly faced up to the problem; for instance, the 
Philippines has chosen in favor of orthodox monetary and fiscal policies, while 
Pakistan by contrast is financing economic development through a deliberate 
policy of repressed inflation. Intermediate solutions have been adopted else- 
where but in many cases current policies are no more than temporary pallia- 
tives. Deficit budgets, offset in their inflationary effects by reduction in private 
investment or by absorption of foreign exchange reserves, have helped in 
maintaining expenditure, but any large resort to them leads to a chain of 
unfortunate consequences, not the least of which is higher export prices, a 
further drop in exports, greater balance-of-payments difficulties, further 
depletion of foreign exchange resources, etc. 

Such is the dilemma of many Asian governments and such in essence is the 
kernel of the situation as portrayed by the latest Economic Survey of Asia 
and The Far East. The survey concludes that on the basis of present available 
resources, and prospects for foreign aid or foreign investment it would be 
unrealistic to hope for any rapid economic progress since the level of genuine 
savings for investment is still quite low throughout the region. 

In its resolution on the “Economic Situation in Asia,” the ninth session of the 
Economic Commission for Asia and The Far East requested its executive 
secretary to follow closely the studies arising out of General Assembly resolu- 
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tions on “Financing of economic development of under-developed countries” 
and to incorporate in future issues of the annual economic survey the results 
of inquiries relating to these problems. Accordingly an attempt has been made 
to focus attention on the development theme in Part I of the Survey which 
consists of four chapters covering regionally, the food position, the export 
decline, public finance and the process of adjustment, and problems and 
policies of development. For the first time, Part Il—by far the larger portion 
of the Survey—gives an analysis of recent econumic developments by countries, 
for each of the individual countries of the region. 

This new arrangement of the Survey is a much happier one than the 
unfortunate attempt in earlier years to devote one chapter to each func- 
tional topic. The old arrangement often resulted in forced and unnatural 
comparisons and contrasts from country to country. The new procedure of 
highlighting the most significant trends and developments with a penetrating 
and perceptive regional analysis and then presenting rounded and compre- 
hensive individual countries studies, seems to this reviewer a vast improvement 
over the old practice. This annual survey is a far more useful and readable 
document than its predecessors. 

JeroME B, COHEN 

College of The City of New York 


The Future of Underdeveloped Countries. By EuGENE Stacey. (New York: 
Council On Foreign Relations and Harper and Bros. 1954. Pp. xi, 394. 
$5.00). 

In writing this book Dr. Staley received advice, criticism, and suggestions 
from a Council on Foreign Relations study group on “The Political Implica- 
tions of Economic Development.” It is to be regretted that this was not chosen 
as the title of the book—rather than as its subtitle—for it accurately indicates 
the author’s major interest. 

Economists who have made an efiort to keep abreast of the literature on the 
various economic aspects of the problems of growth in the underdeveloped 
areas will find little that is new here in the narrow field of economic analysis. 
But most of those who have thought on these problems will agree with Staley 
that economic development is also a massive problem in social and political 
readjustment and that this country’s concern over it is in large part political. 
This book, therefore, can be mildly recommended to economists, for they 
will find parts of it imaginative, discerning, and perceptive, as to the internal 
and international political and social consequences and requisites of a concerted 
effort to “modernize” the economies of those many areas characterized by 
chronic mass poverty and obsolete methods of production. The breadth of 
Staley’s concern can be indicated by noting that for him “successful develop- 
ment” includes not merely higher levels of real income, widely shared, but also 
progress toward democratic self-government and social relations, less vulner- 
ability to totalitarianism, the growth of attitudes making for a more peaceful 
world, expanding international trade and investment, and a strengthening of 
the defense capacities of free peoples against aggression. 


> 
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Staley first appraises, and finds compelling, the motivations for economic 
development from the point of view of the to-be-developed country, the United 
States, and the world community. He then examines the nature of the Com- 
munist appeal, tactics, and practices in the underdeveloped areas and finds 
them evil and potent. Having thus set the problem, he goes on during the 
last half of the book to explore what he considers to be the key problems— 
emphasizing the social and political aspects—which must be solved if “suc- 
cessful development” is to be had. Here he considers capital formation only 
briefly and then only as a social process. Much more attention is given to such 
issues as agrarian reform, population growth, “social technology,” external aid, 
and—in a nontechnical manner—the question of “rounded” economic de- 
velopment. 

Staley makes clear at the outset his conviction that the extreme contrasts 
which exist today between the modernized West and the poorer areas of the 
world as to economic welfare, health, education, and political freedom poses 
a decisive test for Western civilization and that either the benefits enjoyed 
by those presently favored will be generalized or they will be lost to all as 
more and more people embrace Communism. As this suggests, he writes as a 
man with an extremely urgent message and the book is shot through with value 
judgments and such words as “good,” “bad,” and “should.” The matters 
discussed are so complex that often there is not space for a thorough statement 
of the supporting evidence and analysis and many of the judgments and 
generalizations must be accepted on trust. Let it be said that the author’s is a 
persuasive pen. 

Although he specifically disclaims any such purpose, Staley does set out 
many of the elements of an “action” program. The final chapter is entitled 
“Guidelines for United States Policy” and this reviewer often had the feeling 
he was reading carefully prepared statements for presentation before, say, an 
important Congressional committee. 

This is no uncritical marshalling of only those arguments supporting the 
case for bigger and better Point Four programs. Staley does not attempt to 
minimize the difficulties and uncertainties facing attempts by the West to 
meet the “revolution of rising expectations” of much of the rest of the world. 
He does great service by repeating, in various ways, that economic betterment 
“does not necessarily make nice people” and by emphasizing that the condi- 
tions under which increased production will lead to the goals of internal democ- 
racy and attitudes that make for peace among nations are complex and 
delicate, change over time, differ as between areas, and can not be accurately 
forecast. Many readers will wish that his analysis on these important issues 
had been somewhat more systematic. 

Staley distinguishes himself, among those who write that hastening the 
economic development of the poorer areas is one of the most important tasks 
facing us today, by recognizing that in some of the underdeveloped areas the 
danger is great that population increases may match or outpace production 
growth, resulting in more rather than fewer people living at the misery margin 
and leading to disastrous political consequences. He does not despair, however, 
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and while he concludes that the outlook is highly uncertain, he finds some 
grounds (not very persuasive to this reviewer) for hoping that birthrates may 
fall much faster than they have in the past. This is a sobering chapter 
indeed. 

Many parts of this book will doubtless find their way into the official 
records of the United Nations and the United States Congress by way of 
statements of those favoring greater efforts by the richer countries of the 
world to help the poorer nations improve their material well-being. A great 
disservice will be done Staley if such use of his book fails to make clear his 
convictions that the process of economic growth must be accompanied by 
great changes in political and social as well as economic structures, that such 
changes must inevitably be difficult and painful to many and may be in 
frightening directions, that disappointments are inevitable, and that while 
the help given by outsiders may well be the difference between success and 
failure, most of the burden must be borne by local people. 

GARDNER PATTERSON 

Princeton University 


Western Enterprise in Far Eastern Economic Development—China and 
Japan. By G. C. Atten and A. G. DonnitHorNE. (New York: Mac- 
millan. London: George Allen & Unwin Ltd. 1954. Pp. 292. $4.50.) 

The authors have set themselves to describe in some detail the history of 
western enterprise in China and Japan during the last century. Partly, it is 
a story of the fortunes and misfortunes resulting from government policies and 
social upheaval in both countries; partly it tells about the impact of western 
trade, managerial ability and capital investment on societies in transition. 

The book is strictly historical, yet it seems strangely contemporaneous. 
The necessity of foreign contact, in a mixture of fear and expectation on 
both sides, is very familiar in our days. Had the authors laid more emphasis 
on technical assistance and foreign advisers, the picture would have been 
complete—a century of success and failure in stimulating economic develop- 
ment. 

The countries started their development around the middle of the last 
century seemingly under similar cultural, social and economic conditions; yet 
the development has been completely different. It is the divergence, not the 
similarity which came strikingly to light in this study. The evaluation of 
these differences, and the reasons why they occurred, form the most important 
part of the study. It contains a lesson, a warning against premature generaliza- 


tion. 


If there are two patterns, China and Japan, why would there not be five or 
six patterns of economic development under the impact of western enterprise? 
We are promised that Malaya and Indonesia are the subject of a parallel 
study and should look out for at least one more pattern there. 

Yet is it tempting to highlight the differences between Japan and China. 
Largely, these prove to be cultural and organizational. China was complacent 
and self-sufficient, Japan eager to absorb western dynamics. Only a society 
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on the move can absorb the impact of a more rapidly moving force without a 
clash, even though with friction. The Chinese government became more and 
more disorganized and weak; Japan more determined and strong, perhaps 
largely because its education had, in the half century before, been much more 
forward-looking, less classical than the Chinese. Japan bought foreign services; 
China had to admit foreign bodies but had no control. Significantly, Japanese 
industry started with a great deal of government direction and participation. 
Well-designed, this prevented much dissipation of scarce resources. Most 
likely also, an archipelago like Japan could, in the nineteenth century, be 
developed with infinitely less social overhead capital than continental China. 

What strikes also, is the eagerness, the variety and perseverance of western 
private trade and industrial enterprise in the second half of the nineteenth 
century. At least partly, this was based upon a firm belief in western technical 
and military superiority. Partly, also, it was possible because the unit of 
enterprise was still much smaller, and foreign settlements were much more 
manageable. But there must also have been the courage to take risks, a desire to 
broaden the horizon and capture foreign markets, which are often missing 
nowadays. As a result, two underdeveloped countries invoked or at least 
accepted more foreign technicians, management and capital, over a longer 
period of time than generally is envisaged under present schemes. Most of it 
was private enterprise, but governments played an important role. 

With all its qualities, the reader misses, in the light of after-World War II 
attempts to accelerate economic development, a picture of the organizational 
and economic interrelationships between foreign shipping, trade, financing, 
insurance, industry, public utilities and their influence, as a package, on 
domestic economy; stimulating some lines of production, hampering some 
others, giving jobs to some, making others jobless. There is a detailed descrip- 
tion of each part of western activity but hardly a synthesis. The inclination 
to give qualitative rather than quantitive information gave rise to an enumera- 
tion of details which are hard to tie together. Perhaps there are not enough 
statistical data to show, e.g., what percentage of foreign trade or of com- 
mercial banking was in foreign hands, and how this percentage changed over 
time. However, the study makes abundantly clear that the economic and 
social history of so-called underdeveloped countries over the last century or 
centuries, written with a view to modern problems of acculturation, is ex- 
tremely valuable. 

EGBERT DEVRIES 


Washington, D.C. 


Mobilization of Domestic Capital: Report and Documents of the Second 
Working Party of Experts. United Nations. Economic Commission for 
Asia and the Far East. (New York: Columbia Univ. Press. 1953. Pp. 334. 
$2.50.) 

In September 1952 a working party of experts met at Bangkok, Thailand 
to discuss methods of stimulating the flow of domestic capital for development 
of Asian economies. Sponsored by the Economic Commission for Asia and the 
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Far East, the meeting was attended by government representatives from 16 
countries, including several delegations from highly developed countries. Dis- 
cussion was limited to three major areas; this volume is a summary of 34 
papers read on these three subjects. 

Mobilization of Domestic Capital. In most of the Asian countries discussed, 
moderate progress has been made the past few years in increasing institutional 
savings. Unfortunately, data are not available on private noninstitutional sav- 
ing nor on reinvestment of earnings in unincorporated businesses, which are 
certainly major sources of saving in Asia. Several novel methods of stimulat- 
ing savings have been tried in Japan and Korea. Uninscribed time deposits 
with banks enable savers to remain anonymous thus stimulating savings 
needed for nation building, using escape from the “net worth” tax as an 
incentive! In Korea time deposits can be made without benefit of interest, but 
a lucky few, on the basis of a lottery, are paid handsomely. 

In most of these countries government saving is a significant part of total 
saving. Such saving is also convenient in that it can be easily directed toward 
nation building projects. Though this saving on government account is an 
important part of known saving, it is a less important portion of total saving 
since a large part of private saving is an unknown quantity in Asia. 

Industrial and Agricultural Finance and Development Corporations. The 
finance corporation is primarily concerned with long-term capital loans, while 
the development corporation furnishes equity capital and assumes responsibili- 
ties of fostering and managing new enterprises. Of 25 country-wide institutions 
discussed in Asian countries, only 5 are of the development type. These 
institutions are designed to supplement the private capital market, but in 
some countries this market is so disorganized that the government corporation 
finds itself doing a large part of the total financing, particularly in the agri- 
cultural field. Success of present finance and development corporations has 
been substantial but not spectacular. Though capital is scarce, some areas 
seem to be absorbing capital as rapidly as they well can under existing condi- 
tions. Several finance institutions of the area report safe investment opportuni- 
ties limited by the shortage of enterpreneurial judgment and management 
skill. 

The Relation Between Foreign Capital and the Mobilization of Domestic 
Capital. Three of these papers are theoretical, and one by the ECAFE Secre- 
tariat is noteworthy in that it endeavors to set up a simple model by which 
underdeveloped countries can estimate foreign capital requirements for given 
investment programs. It is pointed out that most development plans in Asia 
have estimated foreign capital requirements ignoring induced imports which 
will result from increased income, and thus underestimated foreign capital 
needs and misjudged inflationary pressures. The ECAFE Secretariat has done 
well in making clear to responsible fiscal officials of the various countries the 
necessity of a theoretical framework in estimating foreign capital requirements 
for development programs. 

Unfortunately, one error runs throughout the discussion (see mathematical 
appendix, pp. 285-90): amy income increase is interpreted as inflation, thus 
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ignoring the effect of any possible increase in productive capacity, with the 
result that increased income can only mean higher prices. The model chosen 
incorporates no capital function, so that the beneficial effect of the develop- 
ment program is precluded from becoming apparent in the model. This is a 
serious error, and a surprising one to find in a conference devoted to capital- 
development programs. Implicitly, full employment is assumed throughout, 
which is a dubious assumption in these areas of recognized underemployment. 
General comment can hardly do justice to such a collection of papers. It 
brings together much information found elsewhere only with great difficulty. 
The United Nations is performing a signal service in publishing reports of 
such working parties thus making them available to scholars and public offi- 
cials. I venture, however, that the most important discussions of such con- 
ferences never get into the report, and the reader thus feels unsatisfied. Sum- 
mary reports of the discussion following each paper would breathe life and 
vitality into what occasionally borders on the dull. ' 
D. WEATHERFORD 
Swarthmore College 


Measurement of Productivity in Indian Industry. By R. BALAKRISHNA. (Ma- 
dras: University of Madras. 1953. Pp. vii. 288. Rs. 15.) 


In this study the author attempts to measure over-all productivity in 
Indian industry compared with the prewar situation, and to establish inter- 
regional and interindustrial comparisons of productivity. The basis on which 
productivity is measured is chiefly the man-hour requirement per unit of 
output. The approach is different from typical industry case studies in which 
productivity is assessed by a thorough analysis of many factors involved. The 
task of this author was certainly made difficult by lack of data. 

The first finding of the book is that there was a decline of more than 10 
per cent in labor productivity in India in 1948 as compared with 1938. 
Twelve industries were examined which represented about 77.56 per cent of 
the total man-hours worked, and 77.45 per cent of the total ex-factory value of 
products and by-products of the 29 industries under the 1948 Census. As 
no census of manufactures existed in 1938 the author had to work on various 
assumptions, particularly with regard to the manpower requirements in 1938. 
According to his calculations the unit labor requirement index for 1948 is 
111.28 (1938 = 100) and the index for total labor required to produce the 
current complex of goods with the unit labor requirements of the base period 
is 109.54 (1938 = 100). 

Assuming that the author was successful in the various calculations in spite 
of the scarcity of data, it is doubtful whether the year 1948 should be used 
to compare the productivity of Indian industry with the prewar period. As 
the author himself points out, other important factors than labor productivity 
must be considered: there was hardly any replacement or modernization of 
equipment in the postwar years; the import of raw materials was irregular; 
the supply of electric power was often interrupted, and transport difficulties 
caused artificial scarcities of materials. All these factors, plus the inflationary 
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trend, were not conducive to an improvement in productivity. Even in various 
industrialized nations, productivity in the postwar years was lower than in 
the prewar period. Therefore, it would be very instructive to compare data 
for 1953 with 1938 and 1948. The more recent data would certainly supply 
a better basis for an assessment of productivity of Indian industry. 

With regard to interregional productivity, twenty-four industries were 
examined. Productivity in the states with the greatest concentration of 
industries—Bombay and West Bengal—is about 8 per cent higher than in 
the rest of India. The reasons for that can be found in external economies and 
large-scale operations. 

Balakrishna tried to compare productivity in various industries. He arrived 
at the conclusion that the disparity in productivity—in some cases very 
substantial—does not seem fully warranted by the differences in the capital 
equipment of the workers. Capital intensity in fact does not seem to offer 
any evidence for the differences in productivity. There also appears to be 
very little correlation between shifts in economic activity and productivity; 
perhaps profitability has been a more potent factor generating shifts in in- 
dustry than productivity. 

In the second part of the book the author analyzed most of India’s indus- 
tries and endeavored to provide data on output per man-hour, on capital 
equipment and kilowatt-hours per worker. Substantial differences are shown 
between the man-hours required in the same industry in various parts of 
India. The author also attempted to compare labor productivity over a 
period of time in cases where information was available. With the exception 
of the cement and match industries all industries show a decline in labor 
productivity. Again, the years taken as a basis for comparison cannot be 
considered normal. 

Only in one industry, the cotton textiles, is an attempt made to compare 
productivity in India with that in other countries. The output of yarn per 
operative in India in 1947 was about 28 per cent of the output in the United 
Kingdom in 1937 and in Japan in 1933; the output of cloth per operative in 
1947 was about one-half of that in the United Kingdom in 1937, and only 
about 30 per cent of the output in Japan in 1933. It would have been very 
useful to have similar comparisons for the steel and jute industries. 

One finding which is common to most industries is very important. Accord- 
ing to the author, a positive relation between capital equipment per worker 
and physical output per man-hour should be regarded as an exception. This 
may be a very important aspect of the structure of Indian industry. India has 
been known as the country of cheap and abundant labor and, for instance, 
its cotton textile industry has succeeded in expanding substantially its exports 
against industries with higher productivity of labor. At present, however, India 
is faced with new problems. It must develop new industries to provide employ- 
ment for its growing population and must improve productivity of the existing 
industries. There is a strong tendency to protect the not very efficient cottage 
industry (for example, in cotton textiles) and to prevent reduction of the 
labor force which would result from the needed modernization. Production 
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costs are becoming more rigid. Furthermore, labor, now better organized and 
more influential than before the war, is pressing for higher wages, better 
housing, social security and other benefits. If labor productivity does not 
increase, India may cease to be a country of cheap labor. The problem cannot 
be solved, as the author suggests, by aiming “at economic development rather 
than at competitive efficiency.” It is necessary to work out a policy suitable 
to the conditions of India which would make possible an increase in both 
production and productivity. Case studies on all major industries are needed 
which, together with other information, could serve as a basis for the govern- 
ment’s industrial policy. 

This book, which provides a wealth of information and in some instances 
offers recommendations as to policy, can be considered only as a beginning of 
the work to be done. 

ANTONIN BAscH 

Washington, D.C. 


Statistics and Econometrics 


Business and Economic Statistics. By WrLt1aM A. SpurR, LESTER S. KELLOGG, 
and JoHn H. Smirn. (Homewood, Ill.: Richard D. Irwin, Inc. 1954. Pp. 
xl, 579. $6.00.) 


Any author of a text in elementary statistics for social science students, in 
addition to facing the usual chores of the textbook writer, finds himself 
confronted with a most difficult and delicate problem: the determination of 
content and level of the course for which his book is written. Since there has 
been less uniformity in the treatment of the introductory statistics course than 
of most any other part of the undergraduate social science curriculum, the 
textbook author also becomes, of necessity, a curriculum planner. Planning 
the curriculum and determining effective ways of providing the social science 
student with an adequate statistics diet, however, presents serious and con- 
troversial problems with which this review is not concerned. 

The objective of the course to which the present textbook—a successor 
to Brumbaugh and Kellogg’s Business Statistics—addresses itself is suggested 
by the authors in their preface: a book “designed for basic courses in statistics 
offered in departments of business, economics, and general social science” with 
stress on “practical business and economic problems rather than on theory, 
mathematical derivations, or statistical techniques as such . . . Basic English 
is used as far as possible in place of the polysyllabic jargon so common in 
technical publications, and the use of symbols and mathematical formulas is 
kept to a minimum.” 

Within the framework of these objectives the authors have presented a 
remarkably clear and simply written text. The first eight chapters deal with 
a review of arithmetic manipulations occurring in elementary statistical com- 
putations; with a well-documented treatment of sources of economic statistics, 
amplified by an appendix; with the collection of original data, including a 
nontechnical discussion of sampling designs and procedures; and with the 
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construction of tables and charts. 

Chapters 9 to 11 discuss empirical frequency distributions and their descrip- 
tive measures; Chapters 12 and 13 are given to the construction of index 
numbers as well as to an up-to-date description of major economic indexes, 
and Chapters 14 to 16 treat the analysis of economic time-series. These 16 
chapters occupy approximately 460 pages. The remaining eighth of the text 
discusses reliability of statistical measures and statistical quality control. The 
appendices include, in addition to the already mentioned carefully prepared 
and annotated listing of sources of economic statistics, the usual set of statisti- 
cal tables. 

The outstanding features of the exposition are its lucidity, its helpful use 
of well-chosen and timely illustrations, its stress on approximate and graphic 
methods, and the well-chosen structure and organization of the material, e.g., 
the early introduction of the survey design problem. As might be expected 
from a triumvirate of experienced and practicing economic statisticians, the 
presentation of statistical techniques is successfully woven into the fabric of 
applications. Throughout the book the student is led from the specific problem 
to the general statistical recipe. Inasmuch as some might frown at such an 
approach as not sufficiently dignified, it might be pointed out that the more 
formalistic approaches in themselves are no guarantee against a “cook-book- 
like” treatment. The authors of the present text seem to have had this point 
well in mind, and as this reviewer sees it, perhaps too well. 

The book should serve a very useful purpose as a none too technical intro- 
duction for students in schools of business administration and in economics 
departments. However, in view of their approach, as exemplified by the com- 
plete absence of any mention of probabilities, the authors’ belief that “never- 
theless, the treatment is precise enough to meet the needs of those who plan to 
become professional statisticians” seems, in these times, hardly justified. 

J. E. Morton 

Cornell University 
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Realistic Depreciation Policy. A MAPI Study. By Grorce Tersorcu. (Chi- 
cago: Machinery and Allied Products Institute. 1954. Pp. xxiv, 197. 
$6.00.) 


Discussions of depreciation in economic literature have been concerned 
primarily with valuation (mainly original cost versus replacement cost). The 
allocation over time of the sum to be amortized has received lese attention. 
Although the present volume deals with both of these problems, its novel 
contribution is that it demonstra‘es the coordinate importance of the latter. 

The author believes that the straight-line method, now prevalent in the 
United States, results in serious underdepreciation, because it does not amor- 
tize capital values fast enough. He advocates depreciation charges which de- 
cline over the service life of capital goods, and consequently write off a larger 
proportion of total value in the earlier parts of service life. Although the two 
methods yield the same result over the entire lifetime of capital goods, the 
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latter will always result in higher current depreciation charges if the capital 
stock is expanding. 

The assessment of the quantitative importance of the depreciation problem 
is advanced significantly by articulated estimates of depreciation charges for 
the U. S. economy under alternative accounting methods. The argument is 
logical and systematic. Speeded along at crucial points by a healthy ability 
to cut Gordian theoretical knots, it culminates in a set of practical recom- 
mendations for tax policy. The work, it may be added, is a masterpiece of 
exposition. It can be recommended to all those who take pleasure in crafts- 
manship. 

Only brief comments on the significance of depreciation charges for the 
functioning of the economy are given (in Chapter 1). Inadequate depreciation 
is regarded as harmful because it tends to reduce investment by diminishing 
the supply of investment funds. (This comes about mainly because amounts 
that should properly be charged to depreciation appear as part of net profits 
and hence are taxed.) Possible stimulation of investment from the demand 
side by the concurrent overstatement of profits is not taken into account. 

The analysis of depreciation charges in their bearing upon the functioning 
of the economy involves broad issues, such as the desirability of a high-invest- 
ment economy and the availability of investment opportunities, which are 
outside the scope of this book. Earlier writings of the author (especially The 
Bogey of Economic Maturity) should be consulted for a statement of the 
economic philosophy which underlies his view of depreciation charges. 

Highlights in the development of depreciation accounting in the United 
States, as influenced by the policies of the Internal Revenue Service, are given 
in Chapters 2 and 3. 

The case for depreciation charges which decline over the lifetime of capital 
goods is established in Chapter 4. The basic reason for such a pattern is the 
decline in successive annual service values which stems from the mounting 
impact of wear and tear and obsolescence. The pattern of decline for de- 
preciation charges advocated by the author is more moderate than that im- 
plied by the decline in service values, because future service values are dis- 
counted in his formula. In other words, service value used up in any one year is 
partly offset by the fact that future service values grow as they move closer to 
the present. This tendency is stronger in the earlier parts of service life when 
the stock of maturing unused service value is relatively large than in later 
parts of service life when this stock is smaller. 

This use of a discount factor raises a problem of theoretical interest. To 
illustrate it, let us abstract from the influence of annual service values (avail- 
able for capital recovery and profit, i.e., receipts minus operating expenses 
other than depreciation) by supposing that they are constant over the lifetime 
of a capital good. Annual depreciation charges would then be increasing be- 
cause of the operation of the discount factor, and the net output of the capital 
good would appear to be declining over its lifetime. To the present reviewer 
this result is not appealing if the aim is to gauge annual performance. On the 
other hand, the procedure does secure a constant annual rate of return on the 
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depreciated value of the investment, which seems reasonable from some other 
standpoints. By contrast, a calculation of depreciation charges which does not 
take into account the discount factor would indicate constant net output over 
the life of the equipment, but would show an increasing rate of return on 
investment. To this reviewer this presents a dilemma which he has not been 
able to resolve. 

In Chapter 5 the allocation pattern derived in Chapter 4 is confirmed by 
data on the market values of second-hand durable equipment. 

Lags in depreciation, resulting from the dispersion of actual service lives 
around the expected average on which depreciation quotas are based, are 
examined in Chapters 6 and 7. These lags are shown (in Chapter 8) to be of 
secondary importance to the deficiencies stemming from straight-line write-off 
itself. 

Quantification of the deficiencies in depreciation resulting from present 
allocation methods is provided in Chapters 9 to 11. Estimates of this type are 
exceedingly difficult to make, because of data gaps; at the same time the 
work involved is prohibitively time-consuming unless one knows how to take 
short-cuts. Ingenuity and bold simplifications in procedure (such as the use 
of a rather simple weighting system for combining the average lives of different 
types of equipment; and the application of a constant life-dispersion pattern 
to annual increments of investment irrespective of their composition) enable 
the author to develop estimates that quantify separately most of the aspects 
of the problem with which he deals theoretically. 

A check on the reasonableness of his results is provided by a comparison of 
depreciation charges as computed by him, assuming accounting methods now 
in force, and those actually reported on corporate tax returns. This check is 
not quite so satisfactory as is suggested by the author, and there appears 
to be some understatement in his estimates if, in deriving corporate from total 
computed depreciation, estimates for unincorporated business made by the 
U. S. Department of Commerce (but not available to the author when he 
wrote his book) are substituted for those he uses. 

In discussing the valuation problem, in Chapter 12, the author pronounces in 
favor of revaluation to maintain the general purchasing power of depreciation 
quotas, rather than revaluation to make them sufficient to maintain the real 
stock of capital. Accordingly he is able to sidestep the difficult problems 
connected with the concept of keeping capital intact. Others, connected with 
the definition of general purchasing power (including selection of items, 
weighting, and quality change) he brushes aside with the remark that he is 
not after theoretical niceties, but “attempts to secure under conditions of 
inflation, the same results that conventional depreciation yields under stable 
conditions” (p. 119). Summary treatment of the major principles involved 
would be unsatisfactory in theoretical discussion, but is necessary if practical 
policy is to be formulated. 

The extent of the total deficiency in depreciation on United States fixed 
capital, other than residential property, is summarized at the end of this 
chapter. Certain key figures are as follows: The current annual deficiency of 
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depreciation charges amounts to almost $7 billion, or nearly 50 per cent of 
the total now charged. About two-thirds of this is attributed to incorrect 
valuation, the remainder to incorrect allocation over service life. Future de- 
preciation quotas on existing equipment are estimated to be deficient by 
about $70 billion in terms of 1953 purchasing power; and underdepreciation 
on existing equipment due to the use of deficient allocation methods is put at 
$30 billion. 

In the opinion of the reviewer two major considerations should be kept in 
mind before these figures are taken as comprehensive measures of the under- 
depreciation of American productive capital. In the first place, as the author 
himself notes, no allowance is made for the fact that owing to technical prog- 
ress depreciation charges tend to be overstated from the standpoint of main- 

taining productive capacity. A source of overdepreciation, probably huge, al- 
though it cannot be quantified, appears if maintenance of capacity is accepted 
as a criterion. Second, the estimates are based on average service lives specified 
by the Internal Revenue Service (in its Bulletin F). If service lives used for 
tax purposes (whether conforming to Bulletin F or not) should differ from 
actual service lives, there would be an additional source of under- or over- 
depreciation which is not quantified in the above estimates. 

Advantages of depreciation reform are presented in Chapter 13. The total 
tax gain (due to the purchasing power adjustment for inflation) and the 
timing gain (due to an accelerated pattern of allocation) are considered, as 
well as more technical points such as the diminished risk of retirement losses 
not covered by taxable income. 

Concrete proposals for tax reform are formulated in Chapters 14 to 16. The 
proposed purchasing power correction is a onetime adjustment to raise future 
depreciation quotas on existing assets to the present price level. A continuous 
adjustment for future changes in price level is not advocated, presumably 
because it would be administratively too cumbersome. With respect to alloca- 
tion, the author advocates the declining balance method, at a rate double the 
straight-line rate, as a reasonably simple method for approximating the 
standards of allocation developed earlier in the book. 

The immediate revenue loss from the full implementation of these two pro- 
posals would be substantial. To ease the transition, the deferral of the pur- 
chasing power adjustment is considered, and also a compromise between the 
straight-line and the double-rate declining balance method for a brief period. 
The limitation of the latter method to assets installed after a specified date 
is not favored. 

In the final chapter the point is made that gross tax losses from depreciation 
reform will be offset by tax gains if they result in accelerated economic growth. 
Calculations are made which show net tax gains beginning about ten years 
from now. The author warns against a too literal interpretation of these 
calculations. 

GrorcE Jasz1 

Washington, D.C. 
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Business Fluctuations; Prices 
The Economics of Recession and Revival: An Interpretation of 1937-38. By 
KENNETH D. Roose. (New Haven: Yale University Press. 1954. Pp. 
xii, 280. $4.00.) 

Professor Roose examines the recession of 1937-38, the most rapid in our 
history, and the revival of 1938, in an effort to test the major explanations that 
were put forward at the time, to test business cycle theory by empirical means, 
and to extract from the experience lessons that will be useful in our thinking 
about business cycles and government stabilization policy. The book is signifi- 
cant mainly, I believe, as an attempt to apply the historical-quantitative 
method of analysis. Careful analysis of the past offers one method for testing 
business cycle hypotheses but the analyst’s path is beset with pitfalls. For 
this reason, such analyses need to be carefully examined. 

In this case the author warns the reader of the limitations of the method: 
That hypotheses cannot be proved but only disproved and that where several 
factors are at work there may be no clear basis for judging their relative im- 
portance, so that if the analyst wishes to come to some conclusion he may be 
forced to rely partly on his “intuitive judgment.” Since this judgment is 
almost certain to consist chiefly of his initial biases, Roose is to be com- 
mended for stating his bias explicitly. He also warns the reader when statisti- 
cal data are lacking or inconsistent and tries to overcome some of these diffi- 
culties. Despite these virtues, the result cannot be regarded as a satisfying 
application of the method. The author sometimes forgets its limitations and 
those of the data in his desire to draw a conclusion where none seems justified 
by the evidence; he does not use all the data that are available, fails to con- 
sider some important hypotheses that were then or have since been advanced 
to explain the behavior of private investment in that period, and does not 
explore the possible relationships between the downturn and the preceding 
course of events which are suggested by modern dynamic business cycle the- 
ory. 

After considering, in turn and separately, the causal role of a number of 
factors, the book concludes that the major causes of the recession were the 
drastic decline in the government’s net contribution to income, which shifted 
the burden of sustaining income and output to private investment in an en- 
vironment of depression-consciousness and uncertain expectations; Federal 
Reserve action, which at the same time increased the costs of capital; the 
undistributed profits tax which, besides adding to business uncertainty, re- 
duced corporate liquidity; and, most important of all, the reduced profitability 
of investment beginning in the first quarter of 1937, which resulted from 
increased costs, including especially labor costs. Major, if not exclusive, credit 
for stimulating the revival is assigned to the government’s spending program. 
The revival is not exhaustively dealt with, and the rest of this review is 
therefore confined to the author’s analysis of the recession. 

The sharp decline in the net government contribution to money income 
from a peak annual rate of over $5 billion in the middle of 1936 to zero or 
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a slightly negative figure in the middle of 1937 was clearly a factor in the 
recession, and the only difficult question, Roose says, is what position it occu- 
pies in the list of contributory factors. He concludes that it was not the 
“primary” cause, mainly because income continued to rise until September 
1937, so that the decline in net government expenditure was felt, at most, 
only “indirectly”; and the lag between the turning points of the net contribu- 
tion and total economic activity was too long to be accounted for by the time 
required for most of the multiplier effects to work. He also accepts, as true and 
inconsistent with a primary role, Slichter’s conclusion that the flow of con- 
sumer goods did not out-distance consumer purchasing power, and believes 
that the cut in net contribution was somewhat less drastic than initial con- 
sideration of the data might indicate. 

His conclusion appears to mean that the cut was not the immediate cause 
of the downturn or could not have caused it without affecting other elements 
of national product or expenditure. The data considered serve only to test 
this rather simpliste hypothesis of a direct effect of net contribution upon 
total activity. The author’s reliance upon the time lag for the refutation of the 
hypothesis is based on acceptance of the view, which I thought had long 
since been recognized as fallacious, that the time period required for the 
multiplier to work, which relates to the ratio between increments of income 
and resulting increments of expenditure, is the same as the average income 
velocity of money, which relates to the ratio between total income and total 
money supply. The more important point is that, on a broader interpretation 
of the word “cause,” the time lag is not a telling argument. The decline of 
income could have lagged behind the decline of the government net contribu- 
tion by more than the consumption lag accounts for, if the latter decline had 
caused production that would otherwise have gone to consumers (and per- 
haps other final buyers) to go into inventories, thereby giving rise to an 
unplanned rise in the rate of inventory accumulation. If such a development 
had occurred while fixed capital expenditures or planned inventory accumula- 
tion (or both) were also rising, there would not necessarily have been a 
downturn in production, consumer income, or consumer expenditures until 
businessmen cut capital outlays or realized that inventories were accumulating 
more rapidly than they desired and reduced their orders. The timing of the 
downturn need have borne no close or direct relation to the timing of the 
decline in the government’s net contribution. It may be only a matter of 
words whether one says that the downturn was “directly” caused by the 
decline in the net contribution or that it was “directly” caused by the decline 
in the rate of inventory accumulation. But since inventory accumulation above 
the desired rate would be caused, in this hypothetical case, by the curtailment 
of the government’s net contribution, it would seem a normal use of language 
to say that the cut in the government’s net contribution was a major cause, 
whether direct or indirect, of the downturn. My impression is that something 
like this may have been an element in what happened in 1936 and 1937. 
This hypothesis is not refuted at this point in the author’s analysis or in the 
later discussion of inventories. 
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The author then turns to the Federal Reserve Board’s actions in raising 
margin requirements on securities in February 1936, raising reserve require- 
ments by 50 per cent in August 1936 and by another one-third in a two-step 
action in the first half of 1937, and the Treasury’s gold sterilization action, 
begun in December 1936, which prevented incoming gold from increasing 
member bank reserves. The Board continued to advocate an easy money pol- 
icy, professing to see no reason why its actions should affect this policy. 
Roose concludes that the Board’s actions, especially in the spring of 1937, 
played a significant role in precipitating the recession, taking issue with Hardy, 
Schumpeter, Wilson, Slichter, and many others. These actions, clearly, raised 
the yield on short-term government issues and in all sectors of the bond 
market. Roose thinks that this rise of yields also led to the subsequent weaken- 
ing of the stock market and made it harder to get new capital funds. Against 
Schumpeter’s objection that “no business calculation can in nractice be 
affected by so minute an increase” in interest rates, Roose surmises, on the 
basis of the rise in yields on common stocks, that the rise in costs of new 
capital for the average company may have been at least one-third, even though 
yields on Baa bonds rose only 10 per cent. 

The analysis of credit policy appears sound as far as it goes but one misses 
an examination of its effects on residential construction and the relation be- 
tween security issues and capital outlays. In appraising the monetary policies, 
Roose points out that restrictive measures were inappropriate when a sub- 
stantial volume of resources was unemployed. He might also have pointed out 
that it was confusion to suppose that member bank reserves were “excess” 
in an economic sense merely because they were excess in a legal sense. Because 
inability to wipe out excess reserves (in the legal sense) does not necessarily 
imply inability to restrict credit, it was an error of analysis and policy for 
the monetary authorities to attach overriding significance to the relation 
between the government security holdings and the volume of excess reserves. 

The role of price-cost relationships is examined to see whether a rise in 
prices relative to the wage element in costs reduced consumer demand by 
shifting the distribution of real income against wage earners, as some claimed, 
and whether a rise of costs relative to prices reduced investment by cutting 
profit margins, as others claimed. That a rise in prices relative to costs cut 
consumption in relation to income seems unlikely to the author. This con- 
clusion rests mainly on the later examination of the view that the downturn 
resulted from a “failure” of consumption expenditure, meaning by this not 
an actual fall or a mere reduction in the rate of increase, but rather a decline 
in the relation of consumption to national income, while national income was 
still rising. Warning the reader of lack of comparability, gaps, and inconsisten- 
cies in the available statistical data, the author concludes that the recession 
was not due to a failure of consumption expenditure because consumer income 
kept up with production of consumer goods and consumer expenditure kept up 
with consumer income. The data he uses, however, show that production of 
these goods rose more than both deflated consumer income and expenditure 
between the Ist and 4th quarters of 1936 and fell by less than consumer 
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expenditure between the 4th quarter of 1936 and the 2nd quarter of 1937. 
The conclusion thus appears to rest heavily upon the fact that between the 
2nd and 3rd quarters of 1937 the production of consumer goods declined 
very slightly (0.6 per cent) while deflation of Barger’s series show increases 
of 6% per cent for both consumer income and expenditure and the Depart- 
ment of Commerce series for consumer expenditure (not deflated) reached a 
peak in September 1937. These data lead Roose to the conclusion that the 
recession was not immediately preceded by a decline in the consumption func- 
tion or in the marginal propensity to consume. 

The main difficulty in the treatment of consumption is the failure to state 
clearly what hypothesis is being tested. Consumer goods output and consumer 
income are compared but it is not clear to what this is relevant. A direct com- 
parison of consumer goods output with consumer expenditure on goods alone 
would be relevant to the inventory situation, but the author makes no such 
comparison. A comparison of consumer income and expenditure is only one 
element in the relation between consumption and total output. A comparison 
of consumer income with total output would be relevant to the other element 
in the relation between consumption and gross national product, but that he 
also foregoes. If the hypothesis being tested is that consumption stopped 
rising, the refutation is questionable because it is based on the rise of Barger’s 
consumption series between the 2nd and 3rd quarters of 1937. Roose gives no 
evidence of having noticed Barger’s warning that his quarterly figures for 
consumption of perishables include changes in distributive inventories. While 
Barger’s series rises 7 per cent between these two quarters, the Department of 
Commerce series for total consumer expenditure rises by only 1 per cent, barely 
but not significantly more than the National Industrial Conference Board 
cost-of-living index. This raises a question whether total real consumption 
rose at all after the 2nd quarter. It may be noted that between the 4th 
quarter of 1936 and the 2nd quarter of 1937 the Barger series falls 2 per cent 
while the Department of Commerce series rises 5 per cent. These differences, 
combined with the known inclusion of changes in inventories of perishable 
goods in Barger’s consumption series, should make one wary of using it as 
the basis for conclusions about short-period movements of consumer expendi- 
ture. 

Turning to private investment expenditures, Roose shows the importance 
of inventory investment and the incompleteness of the recovery of fixed capital 
expenditures. (He uses only undeflated dollar figures and makes comparisons 
only with 1929, thereby exaggerating the failure of the recovery.) He believes 
that in the summer of 1937 the rate of inventory accumulation shown by 
Barger’s figures was excessive in relation to new orders, which declined sub- 
stantially during the summer, but was not unreasonably large in relation to 
income, production or consumer expenditures. Roose believes this view is 
confirmed by Metzler’s conclusion that the /evel of inventories was not large 
in relation to net national product, and refers to this conclusion as “much 


* Harold Barger, Outlay and Income in the United States, 1921-1938, Studies in Income 
and Wealth, Vol. 4 (New York, 1942), p. 95n. See also p. 95. 
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the same”’ as Slichter’s conclusion that the change in inventories was not 
dangerously out of proportion to the change in industrial production. He 
states that a considerable part of inventory accumulation was the unplanned 
result of the downturn of income, expenditure and production, and concludes 
that it was an intensifying but not a causal factor in the recession. 

Roose gives no reasons that are relevant to the negative part of this con- 
clusion. That the /evel of inventories would not have been burdensome without 
a decline of national income or expenditures may be true but it proves little 
about the causal role of inventories. The belief that it does ignores the fact 
that a mere reduction in the rate of accumulation, which can occur even before 
the Jevel of inventories has reached the level business wants to hold, is a 
depressing influence. The cautious statement that inventories were “more 
resultant than causal to the extent that they accumulated because income and 
expenditures declined” (p. 189) does not answer the question whether they 
were causal to the extent that they accumulated before income and expendi- 
tures declined. The significant question is when inventory investment (not 
inventories) reached a peak. Barger’s quarterly figures, which include only 
matufacturing and distribution, show a pronounced peak for inventory invest- 
ment in the third quarter of 1937, but there are reasons for doubting their re- 
liability as an indicator of total nonfarm inventory investment. The annual 
total for manufacturing and distribution inventory investment rises $500 mil- 
lion between 1936 and 1937. Although Abramovitz’ figures appear consistent 
with this, Barger’s own annual series for a// nonfarm inventory investment 
falls $189 million and the Department of Commerce series falls $350 million. 
Barger himself says “the very large increase in inventories in the third 
quarter of 1937 is difficult to credit.”? The conclusion Roose draws from other 
data, which gives him greater faith in Barger’s series than Barger has, relates 
to the level of inventories, not inventory investment, and is therefore irrele- 
vant. The whole discussion of inventories, in fact, is marred by confusion be- 
tween the level and the change of inventories. Sometimes only the language 
is careless, the meaning being clear (e.g., p. 184, note 1), but too often the 
confusion is substantive. 

Roose’s standards for testing whether the rate of inventory accumulation 
was excessive are the ratios of this rate to the rate of change of output 
and to the level of new orders, compared with the corresponding past 
“normal” ratios. Such a ratio will always be deceptive when accumu- 
lation of inventories is still a significant component of output. As dynamic 
business cycle theory suggests, if inventory accumulation is to te regarded 
as excessive only when it exceeds a certain proportion of the growth 
of output, the growth of output used to test it must be a sustainable one; it 
cannot be merely whatever rate of change in output happens to prevail. Ob- 
servation, too, suggests that the stability of an economic expansion as rapid 


? Ibid., p. 312; cited by Roose, p. 184. Abramovitz, writing later, says about the general 
question of the time relationship between the downturn of inventory investment and that of 
demand for other goods: “Were adequate monthly data available, this issue could be 
settled; but . . . in their absence the facts remain in doubt.” (Inventories and Business 
Cycles, (New York, 1950], pp. 497-98.) 
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as that which occurred in the second half of 1936 and early 1937 is always 
suspect, for it nearly always includes a large element of inventory accumula- 
tion, and a rate of inventory accumulation much in excess of the requirements 
for long-run growth is always likely to involve instability unless it is set off 
by expectation of an interruption of external supplies (e.g., war, blockade) or 
an expansion of final demand which proves to be correct. The monetary 
authorities may have had a sounder instinct than the author if, notwithstand- 
ing their publicly expressed views that no injurious credit expansion had yet 
occurred and that their actions were merely preventive, they actually felt that 
the very rapid expansion involved dangers despite the presence of unused 
resources. 

In considering the reasons for the fall of fixed capital expenditure, Roose is 
impressed by data showing that profits may have begun to decline after the 
last quarter of 1936 and certainly declined after the 2nd quarter of 1937. 
Average hourly earnings in manufacturing and the average of all wholesale 
prices rose by roughly equal percentages from December 1936 to March 1937, 
but between March and June of 1937 hourly earnings rose by 5.7 per cent and 
wholesale prices declined slightly. Roose concludes from the profits data that 
the profitability of investment declined while the demand for goods was still 
growing and that the rapid rise of costs contributed to the recession through 
disturbing the prospects for profits. The conclusion is first stated cautiously: 
“insofar as developments in these specific areas [the railroad, building, and 
electric power industries] may be generalized, and to the extent that invest- 
ment expenditures were reduced by the prospect of declining profits, the rise in 
costs reinforced the recessive tendencies” (p. 141). Although no statement is 
made as to how far these developments may in fact be generalized (beyond 
excluding the textile and rubber tire and tube industries) or to what extent 
investment expenditures were reduced by the prospect of declining profits, the 
author later forgets his caution and indicates belief that a decline of profit 
prospects (independent of the recession itself) did reduce investment expendi- 
tures. Apart from the reversal of profits, he also believes that the level of 
profits during the whole recovery period was “beyond question” inadequate 
to stimulate any sizeable expansion in long-term investment commitments. 
Roose agrees with those who attributed this longer-run situation to business 
uncertainty over future developments, the increase in the level of individual 
income taxes after 1934, especially taxation of capital gains, threats of 
government competition with the public utilities industry, and other political, 
social and economic factors which raised doubts about the future in the minds 
of business men, rather than to an absence of investment opportunities. 

How sure can we be that profits began to fall while the demand for goods 
was still rising and that they were dangerously low throughout the recovery 
period? And how well does this explain the failure of private capital expendi- 
ture to recover fully? The only available quarterly data for profits are Barger’s, 
who interpolated from a sample of 700 to 800 corporations which excluded 
both wholesale and retail distribution as well as finance. Barger’s figures 
decline less than one-third of one per cent from the last quarter of 1936 to 
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the 1st quarter of 1937 and a further 4 per cent to the 2nd quarter. Although 
Roose expresses doubt in some places as to the statistical significance of the 
first decline, and in his summary chapter says, “It does not appear likely, 
therefore, that the turning point [of profits] was actually reached until the 
second quarter of 1937” (p. 240), he several times (e.g., pp. 25-26, 204, 225) 
refers to the cyclical peak of profits in the last quarter of 1936 as though it 
were an established fact. As the author clearly recognizes in his more wary 
moments, a decline of less than one-third of one per cent in such a series should 
be entirely ignored. Although one may conclude that the last quarter was the 
peak for railroads and communications, for which Barger had good coverage, 
the manufacturing component of his series reached its peak in the 1st quarter 
of 1937, mining and public utilities reached theirs in the 2nd quarter, and 
“other non-manufacturing” reached its peak in the 3rd quarter. Barger’s series 
can be compared with the more comprehensive annual series of the Department 
of Commerce. Between 1936 and 1937 his series rises from $3.5 to $3.6 billion, 
while the current Commerce series (also after adjustment for inventory re- 
valuation and income taxes) rises from $3.5 to $4.7 billion. This comparison 
suggests that Barger’s figures understate profits in 1937 in relation to 1936 and 
that the peak of profits may have been in the 1st or 2nd quarter of 1937. Since 
the National Bureau of Economic Research places the peak of the cycle in 
May 1937, we can hardly be sure that total profits began to fall while the de- 
mand for goods was still rising. It is still more questionable that they began 
to fall sufficiently before the peak in the demand for goods to have had effects 
on capital expenditures large enough to cause the downturn in that demand. 

The conclusion that the level of profits was dangerously low during the 
whole recovery period is supported only by showing that undeflated dollar 
profits “at their peak in 1936” were 22 per cent below their 1926-29 average 
and by citing Crum’s comparison of “profit rates” (ratios to what is not 
stated) in 1936 with those of the ’twenties. (The author uses and attributes 
significance to undeflated dollar figures not only here but in several other 
places in the book, although prices in 1936 were m.uch lower than in 1929.) 
Even an adjustment of profits proportionate to prices would understate 1936 
“real profits” since it would not fully take into account the lag of the depre- 
ciation deduction behind the price level. Moreover, Crum’s figures stop in 
1936, which was not the peak of the annual figures. Further, reference to 
Crum’s article shows that the figures Roose cites relate to rates of total return 
(including investment income) after taxes on total equity after taxes; they do 
not show profits from operations. As Crum himself points out, “the rate of 
return on direct equity is definitely a better measure of the earning power 
of the corporate enterprise considered as a productive operation.”* Crum’s 
figures for all nonfinancial corporations show that, while the total rate of return 
on total equity fell from 6.84 per cent in 1929 to 5.24 in 1936, the rate of 
return on direct equity fell by much less, from 5.94 to 5.13 per cent. For 
manufacturing alone, the only industry division for which Crum shows both 


*W. L. Crum, “Cyclical Changes in Corporate Profits,” Rev. Econ. Stat., (May, 1939), 
XXI, 61. 
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rates, the rate on total equity fell from 8.64 per cent in 1929 to 7.94 in 1936 
but the rate on direct equity rose from 8.26 to 8.39 per cent, despite the 
fact that 1929 was a very high year, and 1936 was not the peak year of the 
recovery. Thus doubt is cast on Roose’s conclusion by figures in the very 
article he cites as evidence. 

The evidence is that the post-1933 recovery was not a “profitless prosperity” 
generally, although it was for a few sectors of the economy. The Department 
of Commerce figures for profits, which unfortunately begin with 1929, show 
that in 1936 and 1937 the big deficiencies in profits were in “finance, insurance 
and real estate” and in railroads. In the aggregate of other fields, profits ap- 
pear to have been substantial if one allows for the height of the 1929 base and 
the lower level of prices. Here are the undeflated figures after taxes, both in- 
cluding and excluding inventory revaluation: 


Per Cent of Nationa] 


Million Dollars 
1929 1936 1937 1929 1936 1937 
Including inventory revaluation: 
All corporations 8,420 | 4,273 | 4,685 9.7 6.5 6.4 
Finance, insurance, real] estate 
and railroads 1,634} —240 —39 1.9 def. neg). 
All other 6,786 | 4,513 | 4,724 7.8 6.9 6.4 
Corrected to exclude inventory re- 
valuation: 
All corporations 8,892 | 3,535 | 4,654] 10.2 5.5 6.3 
Finance, insurance, rea] estate 
and railroads 1,639 | —248 —63 1.9 def. negl. 
All other 7,253 | 3,783 | 4,717 8.3 5.8 6.4 
Implicit GNP price deflator 
(1939 = 100) 120.9 98.3} 102.7 


The failure to use up-to-date profits figures, to use a figure for profit from 
operations, to allow for the greatly reduced price level, to examine the figures 
for individual industries and to see how profits of individual industries relate 
to capital expenditures by these industries, to consider rates of returns in 
relation to interest rates are serious defects in the statistical part of the argu- 
ment relating profits to capital outlays. 

The author also appears to assume that the actual current profitability of the 
total capital stock and the marginal efficiency of investment, which is subjec- 
tive and relates only to the return on «dditions to the capital stock, are the 
same thing. The two are of course quite different, although they appear to be 
highly correlated. If one could rely on such a correlation holding at all times, 
the theoretical confusion itself might not cast doubt on the conclusion about 
the decline in the profitability of investment, but in 1936 and 1937 it is a 
question whether one can rely on it. The argument implicit in Currie’s Tem- 
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porary National Economic Committee testimony and explicit in Taitel’s 
TNEC monograph‘ was that current operations might be highly profitable 
but, with substantial capacity remaining unused, additions to capacity might 
be unprofitable. This is just one of many factors that might make profits from 
current operations a poor index of the marginal efficiency of investment. 
Roose mentions Taitel’s argument as an alternative explanation of why con- 
struction expenditure was low but never discusses it. He gives no consideration 
to the related hypothesis of Smithies’ valuable paper on “The American Econ- 
omy in the Thirties,” Lawrence Klein, on whose work Smithies drew, or of 
Gordon, that the stock of capital equipment built up during the twenties 
played an important role in depressing investment in the ’thirties.* That some 
factor besides the level of current profits is required to explain the low level 
of capital expenditures at that time would have been clear if the author had 
examined the relation of profits to capital expenditures by industries. He 
would have found, for example, that for “retail trade and auto services” dollar 
profits were nearly as high in 1936 and 1937 as in 1929 and deflated profits 
were higher, but even the dollar volume of new construction by the correspond- 
ing category (“stores, restaurants and garages’) was less than half of the 
1929 level. The same general relation holds for farm net income and new 
construction. No explanation is offered of the incompleteness of recovery in 
residential construction, although the government’s attitude toward business 
and the level of business profits could hardly have been a major factor in 
this field. The failure of recovery in private construction was more pro- 
nounced in the area labeled “religious, educational, hospital and institutional 
and miscellaneous” than it was even in railroads. How is this to be explained? 
Besides failing to consider the excess-capacity explanation of low business 
capital outlays, the author does not consider the 60 per cent decline in the 
rate of population growth from an annual average of 1.7 per cent in 1920-25 
to one of less than 0.7 per cent in 1930-35. In fact, I believe that there is 
no reference to population or its rate of growth in the entire book, apart from 
a passing reference to the evidence of economic maturity which Hansen 
gave.* Whatever the reason for the failure, the autonomous elements in con- 


*L. B. Currie, Hearings Before Temporary National Economic Committee, 76th Cong., 
Ist sess., Pt. 9, pp. 3529-33; Martin Taitel, Profits, Productive Activities, and New Invest- 
ment, TNEC Monograph No. 12, pp. xviii, 110-12, 118-22, 132. 


*Am. Econ. Rev., Papers and Proceedings, May 1946, XXXVI, 11-27; also A. H. 
Hansen and R. V. Clemence, ed., Readings in Business Cycles and National Income (New 
York, 1953). This paper covers the 1937-38 cycle and takes a position very different from 
Roose’s on several essential points, but Roose does not refer to it. L. R. Klein, Economic 
Fluctuations in the United States, 1921-41, passim and especially p. 124; and R. A. Gordon, 
Business Fluctuations (New York, 1952), pp. 397-98, and also “Cyclical Experience in the 
Interwar Period: The Investment Boom of the ’20s,” in Conference on Business Cycles 
(New York, 1951), pp. 204-6. 

*The fact that construction was rising substantially when the downturn occurred, but 
from a very low level, raises still another possibility: whether the failure of construction to 
reach 1929 levels might be accounted for by the depth of the trough combined with mere 
lack of time before interruption by a recession originating in other areas or by higher 
interest rates. 
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struction demand were clearly weak and the question is, Why? One is forced to 
conclude that the author’s preference for one or two among several possible 
explanations, most of which he does not examine, has no clearly discernible 
basis. 

At many points in the book it is not clear how basic a meaning the author 
attaches to the word “cause.” For example, his conclusion about the decline 
of the government’s net contribution is stated in a variety of ways that seem to 
imply it was not a very important cause of the recession. Thus, it was not a 
“primary” cause (p. 71); not the “direct” cause (p. 77); only “indirect at 
most” (p. 71); “overrated as an explanation” (p. 77); not the “principal 
reason for the later decline in income” (p. 77). But the author also says that 
the reasons for this conclusion do not answer the question “whether the reces- 
sion would have occurred had the net contribution remained at a substantial 
level” (p. 77). This more basic question is treated inconclusively in a few 
sentences. Elsewhere it is repeatedly assumed that the 2nd and 3rd quarters 
of 1937 are the “crucial” or “vital” periods. This assumption seems to suggest 
a failure to appreciate that a downturn could be caused by prior events acting 
in an economy with given responses, combined with a failure of policy either 
to introduce new autonomous factors or to alter the economy’s responses. 
There is an artificiality in considering various elements of the situation sepa- 
rately without considering fully their relationship to each other, e.g., the 
relation of the cost rises to the rise in inventory accumulation; of the latter to 
the time lag between the decline in net contribution and the downturn of 
production, and to the increased demand of corporations for external funds; 
the effect of changes in availability of money on residential construction and 
many other interrelated factors. 

The main conclusions about analysis of cycles that I draw from the book 
are a further confirmation of what modern cycle and econometric theory tell 
us, namely, that the main elements making for a downturn may not be found 
in the period during which it occurs, and that progress in analysis of a specific 
cycle or in empirical testing of hypotheses requires fuller statements of the 
hypotheses to be tested, examination of all of them, and considerably more 
disaggregation of the data. 

Wa ter S. SALANT 

Brookings Institution 


International Cycles and Canada’s Balance of Payments 1921-33. By V. W. 
Matacu. (Toronto: University of Toronto Press. 1954. Pp. xii, 154. 
$3.00.) 

This book is the first volume in a new series of Canadian Studies in Eco- 
nomics. The series is off to a good start. Professor Malach has given us a 
careful scholarly survey of the Canadian major cycle of 1921-33 with particu- 
lar reference to the theory of the spread of international cycles and the cyclical 
aspects of balance-of-payments adjustments and capital movements. After an 
initial brief survey of business cycle theory the book devotes separate chap- 
ters to the three cyclical turning points and to the upswing and downswing of 
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the cycle. Separate attention is given in each chapter to domestic and inter- 
national aspects. In a concluding chapter the empirical findings for the period 
as whole are used to test the applicability and consistency of the theories 
outlined in the first chapter. The book is an excellent example of the objective 
use of statistical material to test prevailing theories. 

The outline of cycle theory seems to follow that set forth in Haberler’s 
standard work with separate attention being given to the monetary, the mone- 
tary overinvestment, the nonmonetary undersaving and the underconsumption 
theories of the cycle. Malach’s outline of the international aspects of these 
theories seems a little forced since many views on the internationai aspects of 
cycles are not clearly related to any of the above theories. But this is not too 
serious, and the literature on international cycles is thoroughly surveyed either 
in the initial or the final chapter. No explanation is given as to why this 
particular framework of cycle theory was adopted or why, within this frame- 
work, some writers, such as Cassel, were given more attention than others, such 
as Schumpeter. 

A number of Malach’s findings are of interest. Thus he shows that cyclical 
turning points in Canada, a country highly dependent upon international 
trade, have sometimes preceded and sometimes followed those of more highly 
industrialized countries. Further, cyclical movements were in some periods 
less intense and in other periods more intense than those prevailing elsewhere. 
Thus the economic upswing in Canada was much weaker than that in the 
United States and in many other countries from 1921 to 1925 but became 
much stronger in the latter part of the upswing from 1926 to 1929. Interna- 
tional trade specialists will be particularly interested in the analysis of capital 
movements and the mechanism of adjustment given in the final chapter. Both 
capital movements and the balance on current account were determined pri- 
marily by the relative strength of cyclical movements in Canada and else- 
where, it is suggested, and as a result Canada experienced comparatively little 
balance-of-payment difficulty during this period despite the rather wide swings 
in her capital movements and her current exports and imports. The irregularity 
that at times appeared in the flow of long-term capital is explained primarily 
by the uneven pattern of government borrowing and the bunching of re- 
demptions. 

While in the main statistical data are used with due regard to their limita- 
tions there are a few instances where the author places more confidence in his 
data than they really warrant. Thus it is doubtful if the discussion of changes 
in the propensity to save in the early 1920’s, based as it is on unpublished 
data of doubtful accuracy, can be taken at all seriously. Further, the reader 
should be warned that the national income data used are based on the old 
Kuznets’ definitions with their curious concept of government profits and 
losses. And though the author uses his data with care the reader might easily 
overestimate the representativeness of the seventy series which are used to 
establish cyclical turning points. In fact, in the index of industrial output 
from which many of these series are taken, data on the volume of output 
provide reasonable coverage for less than 25 per cent of the net value added 
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by manufacturing in 1929. However, these are but minor defects in what is 
basically a good piece of work. Inclusion of a chart or table on exchange 
rates would have been heipful to the reader. 
C. L. BARBER 
University of Manitoba 


Business Cycles. By Eart C. Harp. (Boston: Houghton Mifflin Co. 1954. 
Pp. xvi, 518. $5.00.) 

In the preface the author states that “this book is intended . . . for the 

standard course in business cycles . . . in the third or fourth year” of college 


... and that “it does not presuppose .. . an extensive acquaintance with 
economics.” The objective is “to furnish students a minimum background .. . 
in the study of cycles.” 


Part I, 110 pages, deals with “the nature of economic fluctuations”-—their 
statistical behavior; incomes and expenditures; and the history of business 
cycles in the United States. These materials are well organized and contro- 
versial issues are held to a minimum. The presentation is supported by numer- 
ous diagrams and tables; and so is the historical report which deals mainly 
with events since 1900. The addition of a discussion of output and prices 
during the nineteenth century would have added to the understanding of the 
long-time record of historical tendencies. Except for this omission this intro- 
duction to the dynamic character of the economy is well done. 

Part II, a survey of cycle theories of about 100 pages, draws ideas from 
more than forty authors. The presentation would have been improved by 
rendering a straight-forward statement of each theory without discursive 
comments. For instance, there is no point in berating the early classical 
economists for not engaging in the study of business cycles (pp. 114, 216-17). 
Neither Adam Smith nor Ricardo “ignored or were unaware” of trade fluctua- 
tions. They were neither unempirical in their approach nor unstatistical within 
the limits of existing data and statistical techniques. They spared no effort to 
diagnose the consequence of bad public finance, of bad banking, of foreign 
exchange and inflation. 

Part III, 158 pages, discusses critically the essence of cycie theories. It 
covers turning points, money elasticity, savings-investment and income level, 
consumption and investment, international aspects, and business and economic 
forecasting. The handling of these materials is verbose to an extent that 
impairs its effectiveness. The analysis of turning points, which involves the 
ideas of more than ten theorists, is particularly difficult to follow. The statisti- 
cal data might well have been preceded by a more extended presentation of 
principles in order to lend them significance. Perhaps this was not done be- 
cause these data are not adequate for support of the theories; but neither are 
they adequate for the purpose of drawing general deductions. Again, on what 
a theorist holds to be the main issue and what the side issues, greater care was 
warranted in order to render the account correctly. For instance, I do not 
believe that Schumpeter would have relied upon “a new swarm of innovators 
to come along at just the right time . . . when a depression has run its course.” 
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Nor would he have agreed that his theory has “no firm foundation for a 
theory of recurrent booms” (p. 285). Schumpeter held that development pro- 
ceeded by discontinuity; that the rallying of the economic system is preceded 
by resorption and reorganization of its values; and that partial developments 
may coincide with total development. 

The analysis of a country’s economy in the adjustment from a capital-im- 
porting to capital-exporting position is not clear (pp. 315-16). It is not a prob- 
lem of differences and/or shifts in respective price levels, no matter how it is 
considered. The shift of capital has to do with profitability of development, 
opportunity cost, and comparative cost. It is not true that “Britain sold a 
large part of her foreign investments” during World War II and that her 
economic troubles are to be attributed to this and to foreign debt incurred 
(p. 316). Britain sold 27 per cent of her foreign investments and probably only 
those for which there were impetuous buyers. As John Jewkes has said, the 
reduction of income from foreign investments “is insignificant in relation to 
the real difficulties of the nation” (Ordeal by Planning, 1948, p. 215). There 
is, I think, an error in the computation of the sterling-dollar purchasing-power 
parity (p. 313). The answer is $9.72, not $2.43. 

If I am not mistaken about the caliber of the student who may be expected 
to dig into the many controversial propositions in Part III, which includes a 
brief account of the Hicksian model, there will be a lot of gasping. A better 
job could have been done with a substantial addition or substitution of the 
Mitchell-Burns approach. That approach does not receive enough attention. 

Part IV, on the control of business cycles, 126 pages, discusses policies, 
monetary and spending, wages and prices. There is here all that one might 
ask for about disagreements, dilemmas, moral suasion, stimulators, panaceas, 
and deadlocks. The author favors more built-in stabilizers, and greater activa- 
tion of industrialization abroad in the event of a decline in the demand for 
capital at home. 

It is my impression that this book will not serve the purpose for which it 
was designed. The student who does not have “an extensive acquaintance with 
economics” will find it difficult to handle and the unwary student will get 
the impression that the analysis of the cycle is a manipulation of concepts. 

ERWIN GRAUE 

University of Idaho 


Money and Banking; Short-Term Credit; Consumer Finance 

How Money Is Managed: The Ends and Means of Monetary Policy. By Paut 
Ernzic. (Baltimore: Penguin Books, Inc. 1954. Pp. 368. 65c.) 

Paul Einzig is a very facile journalist-economist who has a rare faculty 
of making controversial issues and even technical economic problems under- 
standable, not only to the specialist, but to the average reader of newspapers. 
This—the latest of his forty-odd books—is an interesting semipopular-semi- 
scholarly survey of the monetary system, the changing emphasis which has 
been given to the role of money in social welfare democracies, and the ever 
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widening variety of means used in influencing economic, social, and political 
trends. 

Part I of the four parts presents a brief outline of the monetary system, a 
description of the British system as it now operates, and the author’s rather 
broad conception of what is meant by monetary policy. Part II is concerned 
with the objectives of monetary policy. With sympathetic acceptance of the 
Knapp “state theory of money” thesis that “money is the creature of the 
law,” he traces the many ends to which official effort may be directed in 
order to increase the advantages of the monetary system to society or to 
reduce its disadvantages. We find chapters on the pursuit of internal and 
external stability, the policy of raising prices, raising the value of money, 
accumulating and safeguarding monetary reserves, influencing foreign trade, 
fiscal objectives, mitigating business cycle fluctuations, full employment, social, 
political, and other objectives. 

Part III deals with the means of implementing policy. All manner of de- 
vices are discussed, both new and old. The author devotes aggravatingly short 
chapters to intriguing subjects: The volume of money or credit is increased 
or decreased to stimulate business or to step up the pace of the development 
of the welfare state on the one hand or to check inflationary tendencies on 
the other. Various categories of borrowers, such as consumers, investors, specu- 
lators, buyers of real estate, and export industries, are discriminated against 
by means of selective credit controls. The level of interest rates is controlled. 
The budget is deliberately unbalanced in order to expand purchasing power 
(see page 247 for a neat treatment of Keynes’s “theoretical foundation for the 
new policy”). Taxation is used for discouraging certain types of spending. A 
variety of treasury fiscal devices are employed, not only to influence the 
volume of bank credit, but also to increase or reduce banks’ cash holdings 
and liquid assets. Even the velocity of circulation has come within limited 
control. The author describes in a very interesting manner how in the ’thirties 
the governments of the United States and elsewhere, deciding that the increase 
in the mere volume of money had proved futile because people refused to use 
it, attempted to substitute government spending for private borrowing. Pump- 
priming operations were initiated on the theory that “if business won’t, the 
government will.” In another chapter, the author distinguishes between the 
quality or buying capacity of money and its purchasing power. Here he makes 
a case for self-liquidating credit transactions and warns against inflationary 
unproductive government expenditures and frozen credit. Even price control 
(rationing by coupons rather than by purse), wage ceilings and minimum 
wages, rent control, government trading, and other direct methods of govern- 
ment intervention to determine the volume and nature of production and 
distribution find a place in Einzig’s conception of monetary policy. Two chap- 
ters are devoted to foreign exchange policy and exchange restrictions and their 
relationship to domestic welfare. 

The conclusions (Part IV) contain an effective appeal for international 
cooperation which would coordinate domestic monetary policies. The European 
Payments Union is a step in the right direction and the eventual restoration 
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of sterling convertibility would be another, but these do not satisfy the author, 
for, he says: “Even though it may take generations before the ultimate end 
of the creation of an international currency can be achieved, the progress made 
in that direction in the past quarter of a century justifies hopes that it will 
continue” (p. 352). Part IV also contains some interesting observations drawn 
from recent experience on the role of economists and the reconciliation of 
theory and practice in determining policy. The book closes with a chapter on 
the future of monetary policy. 

Einzig’s credo may be briefly stated as follows: Money has always been 
managed in the sense that the government is responsible for money functioning 
at all, but in recent years money management has transcended the tra- 
ditional role of maintaining a stable standard of value and a medium of ex- 
change through which the price mechanism operates and has become an 
engine of social reform. The author claims to take a compromise position 
between the views of extremists, but in effect he leans heavily toward the wel- 
fare monetary school, although he does this not with the buoyancy of a 
reformer but with a tired air of resignation as if he had reluctantly capitulated 
to the inevitable. For example, he says: “Given the facts of universal suffrage 
and the menace of Communism, it has become politically impossible to revert 
to a monetary policy that would disregard considerations of social welfare, 
even if we wished to do so” (p. 10). With illustrations drawn from the experi- 
ence of many nations, he attempts to show the disadvantages of inaction with 
respect to money policy and the benefits derived by utilizing all of the old 
and many new means of managing money “to achieve the highest degree of 
welfare for the largest number, if necessary even at the cost of sacrificing 
stability. Indeed, if the economic requirements of higher productivity come 
into conflict with the social requirements of equalitarianism, the chances are 
that as often as not the latter will prevail” (p. 347). 

There may be extremists who will find Einzig’s compromise views inade- 
quate in bending monetary or economic considerations to social aims, but the 
whole temper of the volume seems to this reviewer to reflect a willingness to 
sacrifice a stable standard of value and a sound medium of exchange to pro- 
mote what might prove to be fictitious welfare. No classical or orthodox 
monetary economist would want to disregard considerations of full utilization 
of the country’s economic resources and labor force and equity in income 
distribution, but to the traditionalist, capricious manipulation of the length 
of the monetary yardstick and the use of government fiat in determining 
money values do not seem the most promising methods of attaining those 
ends. Although Einzig does make many reservations and qualifications, the 
reader, on balance, gets the impression that never-ending prosperity and 
optimum social welfare by government fiat are attainable and that it is not a 
mirage, if only the “scientific” money managers learn to conduct their business 
properly and with balanced self-restraint (see, for example, pages 10, 21-22, 
25, 33, 38, 53, 86, 89, 91, 136, 154, 203, 348, 350-351). To the reviewer, this 
view seems extreme. 

The fact that this book appears for the first time in the Penguin series and 
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is sold at a modest price (one-tenth of what one usually pays nowadays for 
works of this character) should not deceive the reader. This book is a serious 
work and should be taken as such by students of the subject; it will have a 
wide public reception, which it deserves. It could even appropriately be sel- 
ected as a text or as collateral reading. It includes five pages of bibliography, 
with a suggestive and useful selection of titles, new and old. The student as 
well as the general reader will find substance and enjoyment in this volume. 
James WASHINGTON BELL 
Northwestern University 


Public Finance 


British Public Finances: Their Structure and Development, 1880-1952. By 
Ursuta K. Hicxs. (New York: Oxford University Press, Home Univer- 
sity Library. 1954. Pp. viii, 225. $1.00.) 

This small book supplies that blend of “learning with lucidity” which is a 
major aim of the editors of the Home University Library. The events of seven 
decades of British public finance are skillfully selected and woven into an 
interesting and thought-provoking narrative. One evidence of the magnitude 
of the task of compression and selection is to be found in Mrs. Hicks’ earlier 
statement in the preface to her The Finance of British Government, 1920-1936. 
There she mentions the need of explanation and apology for the attempt to 
include sixteen years of British public finance within a single volume. The 
fact that she is able also to write the kind of a book which treats over four times 
as many years in about half as many words is evidence of her versatility and 
her knowledge of the field. 

The book has six chapters which take up, in this order: the growth of 
public authorities, the ferns of public expenditure, the adjustment of the tax 
structure, local government and the fiscal system, budget balance and national 
balance, and loan and debt management. 

Much of the material could be adapted, with different illustrations and 
emphases, to apply to the United States and other democratic countries. Public 
authorities have expanded and their activities have become more centralized. 
The decline in the range and interest of local activities is making it more 
difficult to interest able people in taking on local responsibilities. Taxes on 
income and capital have increased both absolutely and relative to other taxes. 
This increase has been less in Great Britain than in the United States because 
of the wide scope and high rates of the British purchase tax. Nevertheless, 
the author believes that, as a consequence of direct taxation, personal saving 
has “virtually disappeared” (p. 28) in Great Britain. This means that govern- 
ment must fill the gap either directly or through tax concessions to firms. 

The discussion of public expenditure is centered on social expenditure and 
“the re-establishment of economic activities and policy as an accepted func- 
tion of the state” (p. 30). Expenditure on defense is mentioned briefly and 
then dismissed as a “technical matter” (p. 30). The activities of the state in 
respect to economic policy are emphasized throughout the book, with the 
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expenditure and revenue aspects brought together in Chapter 5: “Budget 
Balance and National Balance.” 

It would be out of order to note any sins of omission in view of the pre- 
scribed brevity of the Home University Library series. Since so much had to 
be left out this reader begrudged the allocation of ten pages in the last chapter 
to Dalton’s debt policies which are described as partly a result of a ‘“‘personal 
idiosyncracy” (p. 200). In this chapter, to the American reader at any rate, 
the developing relationships between fiscal policy and monetary and debt 
policy seem to be overshadowed by material of a more ephemeral nature. 
The considerable use of alphabetical designations (B.E.A., N.D.C., P.A.C., 
P.A.Y.E., etc.) puts some strain on the interpretive powers of the non-British 
reader. In most cases, however, the context supplies the clue and the essential 
points are clear. Clarity, in fact, is an outstanding characteristic of the volume. 

Lucy W. KiLLoucH 

Wellesley College 


Program Budgeting: Theory and Practice. By Frepertck C. Mosuer. (Chi- 
cago: Public Administration Service. 1954. Pp. xiii, 258. $5.00.) 


Whether in private business or government, the budget is a basic instru- 
ment of financial control. Because of the magnitude of its expenditures and 
the complexity of its operations, the author directed this study primarily to 
the Department of Defense, with special concentration upon the Department 
of the Army. Unlike the traditional approach, this inquiry is an attempt to 
merge the two areas of public budgeting and military administration. Empha- 
sis is on the central budget process, but some attention is given to such related 
subjects as military planning, unit equipment requirements, manpower con- 
trol, procurement and personnel systems. 

The content of the volume attests to the exhaustive study and thorough 
preparation which preceded its writing. After gleaning everything of value 
from published and unpublished documentary sources, the author had personal 
interviews with a large number of military and civilian employees within the 
Department of Defense and its three subdepartments and with well-informed 
persons outside the military establishment. Because of the heavy reliance 
upon personal interviews with experienced practitioners, the book has a fresh- 
ness and an authoritativeness often lacking in studies of its kind. What might 
otherwise have been tedious and dry is interesting and stimulating, although 
by no means light reading. 

The first chapter contains an introductory discussion of the purposes and 
principles of public budgeting. It dwells upon the factors that make up the 
environment in which national budgets are developed and administered. These 
include the time factor; organizational and institutional factors; personal 
factors; and political, social and economic forces. Chapter 2 is an account 
of the development and setting of military budgeting with special reference 
to the war period and unification of the armed services. Changes of a pro- 
cedural and substantive nature are considered along with the effects of the 
astronomical increases in the defense budget. 


204 THE AMERICAN ECONOMIC REVIEW 


The characteristics and interrelationships of plans, programs, and budgets 
are treated in the third chapter. It is pointed out that the development and 
implementation of military plans and programs are essentially functions of 
central military command and staff. The budget process, on the other hand, 
is oriented towards the Congress. Budgeting is related to programming in 
various ways, but the processes are basically distinct. A discussion of planning 
by the Joint Chiefs of Staff is followed by a critical analysis of the Army and 
Air Force programming systems. It is observed that the planning and program- 
ming systems of these services are still, in large part, hopes and plans. 

Chapter 4 examines the extent to which the planning and programming 
systems have been integrated into the pattern of budgetary administration. 
Performance budgeting is treated at considerable length and special emphasis 
is given to the difficulties in applying this technique to military expenditures. 
One of the major problems is the increasing impurtance of long-lead items in 
military activities. Probably less than half of the funds appropriated to the 
Army for fiscal year 1953 were for the support of operations in that year, and 
the proportion for the Air Force was even smaller. Much of the budget is 
thus beyond recall. Suggestions are made for alleviating the problem, but no 
simple or easy solution is available. 

The salient features of internal budgeting operation are sketched in the 
fifth chapter and the principal problem areas are singled out for particular 
attention. The author comes thoroughly to grips with the details and problems 
of internal budgeting. No attempt is made to treat procedures relative to 
the budget and appropriations in the Congress. A final chapter deals with 
the functions and responsibilities of military comptrollers and their relation- 
ship to the budget. 

This meaty book is a valuable contribution to the literature of public 
budgeting. It is not intended to be a textbook, but it can be read with profit 
by all serious students of the subject and with particular value by persons 
both inside and outside government concerned with planning, programming, 
and budgeting. 

H. K. ALLEN 

University of Illinois 


International Economics 


An International Economic System. By Jacques J. Potak. (Chicago: Univer- 
sity of Chicago Press. 1954. Pp. xi, 179. $4.75.) 

This small volume is divided into two sections. In the first part the author 
builds a theoretical model of the international mechanism of the world 
economy; and this is followed, in the second half of the book, by a series of 
statistical studies of the interwar economies of twenty-five countries in their | 
international setting. 

In brief outline the model can be summarized in three relationships: (1) 
fluctuations in a country’s exports bring about fluctuations in its domestic 
activity; (2) fluctuations in national income influence the level of imports; 
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and (3) the volume of exports of each country is assumed to be determined 
by the level of world exports which, by definition, is equal to world imports. 
Taken together these relationships define, when aggregated, a closed system 
for the world economy. Two approaches are now possible. The analysis can 
either concentrate on the prime movers of the system, or else on the mechanism 
itself, i.e., on the systematic part of the system. Polak has followed the latter 
procedure since he deals with autonomous factors as shocks and is primarily 
interested in how the system transmits these shocks and at what level it settles 
down if at all. 

As far as the shocks are concerned he is almost exclusively interested in 
two types: autonomous fluctuations in investment and changes in relative 
prices, both on the export and on the import side. The importance of the 
former type is obvious; suffice it to say that with respect to fluctuations in 
world trade the key role is played by a few major industrial nations. Polak’s 
treatment of the price factors is somewhat surprising and not completely 
convincing. In the first place he treats price changes as something given from 
the outside and not as a function of other variables in the system, say, of the 
levels of effective demand or output. Secondly, he argues that while changes 
in relative prices may lead to a reallocation of world trade, they are of much 
less significance for total world trade. But is that necessarily so? Take the 
case of the postwar imbalance in trade between the United States and the rest 
of the world. Was not one of the major arguments for depreciations and against 
discriminatory measures that the former would balance world trade at a 
higher level than the latter? Thirdly, even in the case of individual countries 
Polak plays down the importance of relative prices. If he argues that statisti- 
cal evidence is on his side, there is reason to point out that no account is taken 
in the book of Orcutt’s penetrating criticism of statistical methods similar to 
those used in the present volume. 

When we turn to the three basic relationships listed above, the first one 
relating income to exports is the conventional multiplier analysis. It may be 
mentioned, however, that both on theoretical and on empirical grounds Polak 
decides against introducing time lags in his models. The ultimate value of 
the multiplier is independent of the existence or the magnitude of lags, and he 
also finds in the statistics little evidence of such lags between exports and 
income. Polak then introduces a concept which he calls the international 
reflection ratio, which represents a combination of the export multiplier and 
the marginal propensity to import. It indicates “the intensity with which the 
country under consideration reflects back into the world impulses it receives 
from the rest of the world.” While the notion underlying the reflection ratio 
is not a new one but can be found, at least implicitly, in a great many other 
models, Polak’s explicit treatment has a good deal of merit. The numerical 
value of the ratio measures the role played by individual countries in the 
propagation mechanism and its contribution to the stability (or instability) of 
the international system. In the statistical section of the study it is shown 
that the great majority of the countries analyzed are stable in the sense that 
the reflection ratio is below unity or, in other words, that the world system 
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is stable. This finding is described as one of the main results of the study. 

In the last of the basic relationships, which explains exports of the indi- 
vidual country, Polak departs from a common procedure. Instead of explaining 
each country’s exports as a function of worid income, he correlates them with 
world exports. Quite apart from the question of the goodness of the fits, he 
argues that the use of world income is unsatisfactory for two reasons. It fails 
to make allowance for national differences in marginal propensities to im- 
port and, secondly, when the level of import controls changes, world exports is 
a better explanatory variable than world income. As Polak admits, his own 
approach is not completely general either, since he uses one total propensity 
to import for each country without allowing for different degrees of economic 
or political affinity. 

In the statistical section the technique used is to fit linear equations by the 
least-squares method. The author refers to the critique of this method de- 
veloped by the Cowles Commission, but believes, nonetheless, that it can be 
used in his models since he deals with simultaneous equations of the sequence- 
analysis type (no feed-back). But apart from this methodological question 
there is an additional reason why an appraisal of the statistical section is 
difficult to undertake. While all sources are indicated, no statistical raw 
material is presented in the volume itself. Moreover, the author mentions that 
a considerable amount of “doctoring” of figures and theory was made in order 
to yield a higher degree of conformity. However, since the exact nature of 
these adjustments is not described, the confidence of the reader in the findings 
must in the final analysis be based upon confidence in the “doctor.” Finally 
there is, of course, the question of the applicability of the findings from the 
interwar years to the present period, a problem which is not discussed in the 
book. 

Let me in conclusion mention that the present volume, while compact, is 
fairly easy to read. In contrast with some other many-country models, Polak 
only uses elementary mathematics (no matrix algebra). Together with the 
recent volume by Neisser and Modigliani, which covers approximately the 
same ground, it represents a valuable addition to the growing list of empirical 
studies of the world economic system. 

SvEND LAURSEN 

Brandeis University 


Aid, Trade and the Tarif. By Howarp S. Piguet. (New York: Thomas Y. 
Crowell Co. 1953. Pp. vi, 358. $3.75.) 


This book presents the results of an attempt to estimate the increase in 
U. S. imports which would be induced, under specified conditions, by the 
complete elimination of U. S. import duties and import quotas (together with 
the corresponding domestic support programs such as those for sugar, wool, 
butter). This audacious undertaking, written largely in 1951-52 and pub- 
lished in 1953, and being thus exposed to a considerable volume of critical 
hindsight, cannot well be denied a correspondingly large measure of charity 
from any reviewer who may himself not be unbruised by the experience of see- 
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ing quantitative trade estimates go awfully wrong. Any attempt to quantify 
what would otherwise be but vague estimates is clearly to be welcomed. 

Nevertheless, the methods and assumptions of Professor Piquet’s most 
industrious statistical investigations render it rather difficult to discover the 
real merit of this book. Apparently despairing of the feasibility of a purely 
econometric approach to his baffling problem, and at the same time attempting 
to gauge the detailed impact of tariff and quota abolition on the import-com- 
peting domestic industries affected, Professor Piquet took on the enormous 
tasks of preparing estimates of increases in import values separately for each 
item in the U. S. tariff list that showed an import value (c.i.f.) of $5 million 
or more (covering some 80 per cent of 1951 dutiable imports), on the basis 
of information, apparently largely qualitative, gathered from commodity ex- 
perts in U. S. government agencies and elsewhere. While many will share 
his interest in the domestic effects of tariff and quota suspension, I am afraid 
that the assumptions from which his estimates start are highly damaging 
to his results. In addition, the published detailed bases for the (largely quali- 
tative) judgment he exercised in arriving at his commodity estimates—as set 
out in the “Commodity Digests” (Ch. 10, pp. 79-358)—still leave much of 
the mechanics of estimation obscure. 

The key assumptions (Ch. 3, pp. 11-20) are that, for as long as necessary 
for the effects of tariff and quota suspension to work themselves out, internal 
demand, domestic and import prices, area of origin distribution of imports, 
remain as they were in 1951, though not only the 1951 tariff rates and quotas 
but also the domestic price support and other control programs are assumed 
to disappear.’ In addition, no attention is paid to the availability of exportable 
supplies abroad or to supply effects of these radical assumptions, and estimates 
for the imports of commodities on which duties were prohibitive in 1951, and 
for substitution effects as between imports resulting from universal tariff sus- 
pension had to be largely abandoned. 

Some of these omissions are unavoidable in an exercise such as Piquet’s. 
But 1951—the year in which the immediate post-Korean boom effects took 
hold on U. S. imports—was as abnormal a year as can be found after the 
second world war. Therefore, to pile what turn out to be generous estimates of 
quantity responses to the tariff suspension on the value and price levels of im- 
ports in that year cannot but lead to phenomenal results. It is true that the 
effect on Piquet’s value estimates of the altogether abnormal 1951 prices can be 
disregarded—any monetary scale factor is as good as another—but it really 
makes little sense to compare the absolute results with the “dollar gap” how- 
ever defined (e.g., Ch. 4, pp. 21-36) in order to measure the extent to which 
“trade” might replace “aid.” 


*It would take more restraint than can be expected from a reviewer not to quote the 
prize understatement of the book (p. 20): “Some of these assumptions might not appear 
to be altogether realistic.” 

* Even Piquet’s maximum estimate for the total import increase falls short of the 1951 
“dollar gap” as measured by him ($4.6 billion). An elimination of government military 
aid and military imports from the balance of payments would reduce the statistical “gap” 
by at least $0.6 billion. 
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Knowing only partly how exactly they have been arrived at, one can thus 
only wonder at some of Piquet’s detailed results. The total estimated import 
increase is given as $1.2 to 2.6 billion® or 11 to 25 per cent of 1951 total, and 
25 to 55 per cent of 1951 dutiable, imports. Total import prices have since 
fallen by only about 10 per cent, and on this account alone, the overestimate 
would not seem to be serious. But Piquet’s estimates are heavily affected by 
comparatively few raw materials. Unit values of all crude material imports 
fell by 30 per cent between 1951 and 1953, and those of the dutiable raw 
materials which figure prominently in Piquet’s estimates fell by considerably 
more. Almost 45 per cent of the estimated total increase in imports following 
suspension of duties and quotas are attributed to three commodities, apparel 
wool, sugar and butter (p. 25). The absolute values of these three increases 
(doubling wool and sugar imports and increasing butter imports sixfold) are 
such as to yield total imports of apparel wool, sugar and butter of no less than 
$815 to 1.090 million, $580 to 775 million and $85 to 250 million, respectively. 
These figures, little short of millennial for the major supplying countries, lead 
(exports remaining constant) to trade surpluses of Australia, Cuba and Den- 
mark—all countries typically in trade deficit with the United States—of the 
remarkable magnitudes of $300 to 450 million, $50 to 220 million and $60 to 
65 million per annum, respectively. Wool prices have, since 1951, fallen to 
less than one-half their level then and the price of sugar shipped to the 
United States has been maintained at about the same figure only by the 
domestic support measures which Piquet assumes to disappear (the Cuban 
“world” price is down by more than 40 per cent). It is true that Piquet as- 
sumes a 50 to 100 per cent increase in U. S. imports of these commodities and 
that what happens to prices on that condition is anybody’s guess—but that 
does not make his estimates more realistic. 

At the same time, however, the 1951 distribution of imports by country of 
origin was quite abnormal: wool imports from sterling-area sources were ab- 
normally high, from Latin America abnormally low, and butter shipments 
from Denmark were unusually large, coming in, as Piquet himself notes (p. 
210), to relieve a temporary “hardship” of that country. On the other hand, 
his estimates for the increase in imports from major industrial countries are 
probably too low. At any rate, total actual imports from the United Kingdom, 
Germany, Italy and Japan in 1953 exceeded the figures estimated by him 
(Tables 1 and 10, pp. 32 and 77) on condition of tariff and quota suspension.* 
In other words, too much reliance on the 1951 record of imports from raw- 
material suppliers as a whole and from certain individual countries, and too 
little attention given to the recuperative forces operative in Western Europe, 
have warped Piquet’s results. The former miscalculation is difficult to extenu- 
ate, while in regard to the latter he finds himself in a goodly company of 
scholars. 


*The book presents minimum and maximum estimates throughout, the latter being gen- 
erally twice the former. No clear reason is given for the size of the spread between the two. 

*The cases of France and Belgium-Luxembourg, whose shipments were weiss. large 
in 1951 are exceptions, and so is that of Denmark. 
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There is certainly no reason on general grounds to understate the importance 
for the rest of the world of reductions in the U. S. tariff and quota system, 
but more harm than good may come from overestimates. Nevertheless, it is a 
distinct merit of Piquet’s exercise to have braved inevitable difficulties and 
to have attempted to reduce vague estimates to numerical magnitudes; un- 
fortunately, however, his undertaking is needlessly defective. Considering the 
abnormal distribution of U. S. imports by countries of origin in 1951, esti- 
mates which simply apply the 1951 proportions to the future must be suspect, 
and this fact robs Piquet’s computations for the relief to individual countries 
from the “dollar gap” (Ch. 4 and 9) of much of their value. 

It is of some interest to observe, however, that even the estimates of this 
book for the impact of the import increases on that area of domestic industry 
which is defined as the “area of maximum competition” (p. 42)—#.e., those 
industries in which tariff and quota suspension would lead to imports equal 
to from 10 to 90 per cent of domestic consumption—is quite small. Manu- 
factured imports are estimated to form no more than 1.6 per cent of manu- 
facturing value added, 2.6 to 3.1 per cent of the value of mineral production 
and 7.5 to 9.7 per cent of cash farm income (p. 46). In several individual in- 
dustries—and, even more, in several geographical areas—the displacement 
effects may be serious. 

The “Commodity Digests” (Ch. 10) which take up by far the largest part 
of the book, contain a good deal of useful information (though most of it is 
available in the Summaries of Tariff Information published by the Tariff 
Commission), especially on the relation between (1951) imports and domestic 
production. But the crucial points—namely the precise basis for the estimates 
of import increases—is, strangely enough, least well covered. 

H. K. ZassENHAUS* 


* The author is a member of the International Monetary Fund. The opinions expressed 
above are strictly his own. 


Business Administration 


Cases and Problems in Marketing Research. By Donatp F. BLANKERTZ, 
RoBERT FERBER and Hucu G. WAtEs. (New York: Ronald Press. 1954. 
Pp. viii, 339. $5.00.) 

Case books are becoming an increasingly important part of marketing litera- 
ture, and Cases and Problems in Marketing Research is a welcome addition 
to the list. It is also the first major contribution of this type to the field of 
marketing research, an area in which close contact with management problems 
is particularly helpful. As the authors state in the preface, “It is increasingly 
recognized that principles and methodology descriptively studied fail to pre- 
pare the student sufficiently to deal effectively with marketing research prob- 
lems in the field.” 

The book was written to be used in three different ways: (1) In conjunction 
with a basic textbook in an introductory course in marketing research; (2) 
As the text in a course in applied marketing research which follows an intro- 
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ductory course; (3) As the text in an introductory course taught by the case 
method. This is a difficult assignment, but the authors have accomplished 
their purpose. As it stands, the book may be used in the first two ways, and 
with the addition of supplementary material it may meet the third need also. 

The material is organized along functicnal lines and is grouped under nine 
headings: Formulating the Problem, Preliminary Investigations, Planning, 
Sampling, Collection of Data, Editing and Tabulation, Analysis and Interpre- 
tation of Data, Presentation and Follow-Up, Organization for Research. 

These subject areas carry the student through the several steps of marketing 
research in a logical, orderly procedure. It is the plan of the book to present 
in each section a short, concise treatment of the high lights of the subject. 
This gives in summary form the basic principles and procedures needed to 
handle the cases and serves as an introduction to them. There is also a brief 
statement covering each of the cases which helps to orient the reader in their 
use. 
The book contains 56 cases, and each of the nine functional divisions has a 
selection of cases which deal with typical problems in that phase of research. 
The cases vary in length and complexity and cover a wide scope with respect 
to types of research situations and fields of business. The result is a very 
interesting group of problems which will stimulate the thinking of students 
and give them a sense of the many different applications of marketing research 
techniques. 

In quality, the cases vary from fair to excellent, as is typical of case books, 
but the general level is high. The presentation of the cases follows, fairly 
consistently, a logical organizational pattern which includes the background 
of the case, a statement of the problem, a brief recital of the data available, 
and the action needed. The latter is stated in the form of a few questions which 
will help the student analyze the case. Some of the cases also give suggestions 
for class assignments. The cases are reasonably complete although they are 
not as elaborate as some of the Harvard case materials in marketing. 

One feature of the book, which will enhance its usefulness in the classroom, 
is the annotated bibliography which is found at the end of each introductory 
section. 

This book merits the careful attention of teachers of marketing research. 

Epwin H. Lewis 

University of Minnesota 


Industrial Organization; Public Regulation of Business 
Basing Point Pricing and Regional Development. By Grorce W. STocKING 
(Chapel Hill: University of North Carolina Press. 1954. Pp. vii, 274. 
$6.50.) 
This recent volume by Professor Stocking presents an objective, authorita- 
tive, and challenging analysis of basing-point pricing and the public welfare. 
Stocking finds that “basing point pricing developed in iron and steel as a 
means of stabilizing the industry,” and that the “combination movement in 
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iron and steel at the turn of the century greatly simplified the Steel Corpora- 
tion’s role as the ‘great stabilizer.’ ”” More specifically, he states that basing- 
point pricing, as a general practice, was “adopted concertedly by business 
rivals anxious to escape the rigors and uncertainties of unrestricted competi- 
tion”; leaders in the steel industry turned to basing-point pricing because of 
their experience and belief that “unrestrained competition,” particularly dur- 
ing periods of slack demand, gives rise to results which are “ruinous,” “tyran- 
nical,” and “destructive.” In their view, steel producers are under strong 
compulsion to “cut prices”—usually in a discriminatory way—when supply 
exceeds demand because of high fixed costs and a technical need to keep 
furnaces in operation. Although lower prices for steel will increase the cus- 
tomers of a particular seller, it is believed that they will not increase the total 
demand for steel. The drive to make sales, therefore, in their thinking, forces 
prices in some areas or to some buyers to ruinous levels. 

Basing-point pricing, Stocking finds, has served the interests of influential 
industry members in restraining price competition and in providing greater 
profits. But what have been the consequences and effects of the practice on 
the economy of the South? A thorough analysis leads the author to conclude 
that: “Basing point pricing in steel has contributed to the South’s poverty by 
curbing the expansion and utilization of its steel-making facilities and by 
retarding the growth of steel-consuming industries.” Birmingham was a “low 
cost producing area,” but under Pittsburgh-Plus consumers were denied the 
advantages of their location. After 1938, with the introduction of multiple 
basing points equalized with Pittsburgh, moreover, the South continued to be 
handicapped, because the Birmingham mills could not use their lower costs 
to make competitive price reductions and expand sales in the southern areas. 
Other deleterious effects of basing-point pricing include the maintenance of 
prices at high and rigid levels, the practice of granting discriminatory lower 
prices to large customers, the inclusion of fictitious freight charges for use 
in subsidizing sales in distant markets, the cross-hauling of steel products, 
and the growth of cost-raising methods of doing business. 

Stocking’s appraisal of basing-point pricing is most impressive, disturbing, 
and challenging. It deserves to be widely read by businessmen, economists, 
congressmen, government officials, and lawyers. Its significance applies, more- 
over, not only to the South, but also to the West, and to the nation as a 
whole. 

Chapter 8, The Law on Basing Point Pricing, provides an up-to-the-minute 
summary of (1) the courageous and intelligent attack on basing-point pricing 
by the Federal Trade Commission; (2) the gradual weakening of the Com- 
mission’s attitude toward systematic discrimination; and (3) the final accept- 
ance by the Commission of the steel industry’s demand for discriminatory 
delivered pricing and freight absorption “when innocently and independently 
pursued, regularly or otherwise, with the result of promoting competition” 
(Iron and Steel Order, 1951). 

Stocking’s analysis of basing-point pricing, I believe, will find a wide area 
of agreement among economists. His proposals on policy (action), however, 
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are likely to encounter some differences of opinion. Few will disagree that 
systematic basing-point pricing through collusive action (“what we have 
had”) should be forbidden. But what of the alternative of permitting freight 
absorption, freight equalization, and freight allowance, “independently” pur- 
sued? Stocking appears to look with favor upon this alternative, believing 
that it is “a sound business practice” which “intensifies business rivalry.” 
Here, I suggest, there is a serious dilemma. If two or more geographically 
separate mills quote their own f.o.b. mill prices and then regularly discriminate 
(by absorbing freight) to meet delivered prices in each other’s “back yard,” 
are they not getting the same result as the concerted use of a multiple-basing 
point system (Count II in the Cement case)? Is not the practice one of 
conscious parallel action (Count II in the Conduit case)? Is not the buyer 
again faced with the stone wall of price identity? Similarly, if two or more 
geographically separate firms regularly absorb freight in freight-allowed or 
zone pricing, how can the practice withstand the inference of conspiracy 
(Crepe Paper, Malt, and Milk Can cases) ? Moreover, if freight is absorbed not 
to match but to undercut a distant rival’s delivered price, is not the practice 
one of cutthroat competition, whereby smaller, though efficient firms, can 
be brought to terms by large, multiplant concerns able to make up temporary 
losses in other areas where no competitors survive? 

“Unrestrained competition” in given situations may undoubtedly result in 
ruinous competition. Geographic separation of producers, high fixed costs, 
and other factors give sellers degrees of local monopoly power which they can, 
and do, use in discriminatory pricing. This can be ruinous. Such conditions, it 
may be urged, provide the reason for making geographic discrimination prima 
facie illegal. Basically, it appears, we must choose between (1) the acceptance 
of regular and systematic freight absorption (basing-point pricing) or (2) 
the condemnation of its cooperative use by two or more sellers. As Mr. Charles 
L. Hogan, President, Lone Star Cement Company, testified in the Cement 
hearings, the only workable alternative to f.o.b. mill pricing is “f.o.b. destina- 
tion pricing,” i.e., some form of basing-point or zone pricing. The basic prob- 
lem which must be grasped is the significance of the practice of price discrim- 
ination. Is price discrimination a competitive or a monopolistic practice? 

VerRNoN A. Munp 

University of Washington 


Private Enterprise and Public Policy. By MELVIN ANSHEN and Francis D. 
WormutnH. (New York: Macmillan. 1954. Pp. xiv, 742. $6.75.) 


In our society government and private enterprise impinge upon one another 
in many ways, a number of which are pointed out and described in this 
new textbook. With the sugar industry and railroads as illustrations, the open- 
ing chapter usefully indicates the effects of pressure groups on public policy. 
Constitutional and administrative principles are outlined in the next two 
chapters. Part II, “Techniques of Governmental Action” (mainly federal) 
has eight chapters: antitrust and other trade regulation (two chapters) ; 
“governmental preconditions to business action” (incorporation, licensing, 
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etc.) ; control of rates, prices, and wages; “governmental benefits” (discussed 
below); regulatory taxation; governmental operations (fiscal and monetary, 
government ownership, and yardstick competition) ; and business self-govern- 
ment. Chapters in Part III, “Public Policy in Special Areas,” cover: the power 
industry; transportation; communications; finance (banking, insurance, in- 
vestment banking, public finance, and international finance); agriculture; 
labor; the war economy; and economic depression. Part IV, “Administrative 
Problems,” begins with two chapters that present a half-dozen short case 
studies and ends with one on “planning.” 

One must judge a textbook with the subject matter and approach of a 
particular course in mind. There are many varieties of junior or senior classes 
in “government and business” for which this book is intended. For example, 
although the subject requires a blending of political science and economics, 
one or the other may be emphasized. This review is concerned only with the 
usefulness of the book for courses stressing economics and for which a course 
in principles of economics would be prerequisite. For such courses the book 
is disappointing in its organization and in the level of its analysis. 

Surely there is something wrong with a principle of organization that groups 
into one chapter (because all are “governmental benefits”) patents, copyrights, 
crop insurance, the Federal Housing Administration, the Reconstruction Fi- 
nance Corporation, deposit insurance, the Export-Import Bank, the Maritime 
Administration, the War Damage Corporation, agricultural price supports, 
public lands, and postal subsidies. All these—and more, for I have omitted a 
number of topics—take 32 pages; a two-page “evaluation” follows! No chap- 
ter is more heterogeneous, but as the summary above indicates, others are 
similar. Sometimes, too, essentially related material is arbitrarily separated. 
Will students reading the chapter on the power industry recall Smyth v. Ames 
and the Hope case from the discussion of “Control of Rates, Prices, and 
Wages” 150 pages earlier? 

The level of presentation only occasionally rises above that of the better 
elementary economics books. The sections on monetary and fiscal policy 
nearly fall below that mark. In particular, the authors do not take much 
advantage of their opportunity to use the tools of analysis that students have 
acquired in their introductory economics course. For example, after a very 
sketchy set of market-structure definitions, the chapters on antitrust turn to 
a series of laws and cases emphasizing legal rather than economic tests. The 
problem of reconciling law and economics never comes through. After an 
extremely short discussion, antitrust control of oligopoly is dismissed as 
impossible. Near the end of the book there is a section on “practical problems 
in antitrust operations,” but the ones discussed are size of staff, appropriations, 
and the like, rather than the fundamental difficulties of defining intelligent 
economic policy. Because the authors do not work from an explicit analytical 
framework, the sections that close many of the chapters are mere summaries, 
not “evaluations” as their headings promise. 

The authors’ encyclopedic coverage of problems, statutes, and government 
agencies will give students a feeling for the manifold interrelations of private 
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and public activity. But perhaps a brief aerial survey would be a more eco- 
nomical way to accomplish that useful task, so that the major space could be 
allocated to a detailed treatment of a smaller number of subjects. Also, it 
would be better to give monetary and fiscal policy, labor, and perhaps other 
subject areas, as courses in their own right, rather than as short stopovers in 
an omnibus course. 

What will students carry away with them from a course in “government 
and business’? Unless the subject can be narrowed, and the analysis deepened 
by building it around an analytical framework, they will retain at the most— 
and only if their memories are exceptional—a list of statutes, cases, and agen- 
cies. What they need is a real grasp of the economic (and political) issues 
in forming public policy in relation to private enterprise. This textbook will 
not lead to this result; and I am all the more regretful of the necessity of so 
reporting because the quality of the discussion in certain places, the excellence 
of the “selected references,” the authors’ familiarity with day-to-day govern- 
mental operations, and their balanced and good-tempered attitude toward 
public policy all suggest that they might have reached that goal. I am sure 
that my most critical remarks apply less to them than to the market they 
have tried to serve. 

Howarp H. Hines 

Iowa State College 


Public Utilities; Transportation; Communications 
The Pacific Coast Maritime Shipping Industry, 1930-1948. Vol. II, An Analy- 
sis of Performance. By Wytze Gorter and Grorce H. HILDEBRAND. 
(Berkeley and Los Angeles: University of California Press, 1954. Pp. xix, 
371. $5.00.) 

The second volume of this study of the Pacific Coast shipping industry 
presents the authors’ analysis of the underlying causes of the dismal picture 
of secularly declining demand, pronounced short-run instability, and stagnant 
employment opportunities painted in Volume I. 

The first two chapters include a concise summary of the commodities carried 
in the four “trades” which comprise the industry and of the geographic pat- 
tern of its foreign commerce. The remainder of the book is devoted to the 
formulation and quasi-empirical testing of a series of hypotheses as to proxi- 
mate causes for the industry’s poor performance in the period 1930-1948. 

Some of these are necessarily routine in nature and are so treated. Thus the 
conclusions that commercial policies of the ’thirties operated to reduce the 
demand for maritime services and the reciprocal trade agreements to increase 
them are neither debatable nor—unfortunately—measurable from the data 
available to the authors. The same might be said of the influence of general 
economic fluctuations, war, and work stoppages on short-run instability in 
the demand for shipping and longshore services. In none of these instances 
does the empirical material add much to conclusions quite evident in advance. 

Subsequent chapters are more interesting and provocative. The thesis that 
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the extraordinarily rapid growth of the Pacific Coast regional economy not only 
failed to stimulate the maritime industry, but actually worked to its detriment 
is persuasively developed, despite the acknowledged necessity of reasoning 
from circumstantial evidence. 

The authors properly stress the fact that these factors, together with the 
steady worsening of the competitive position of water carriers vis-a-vis foreign 
shippers and rail and motor transport, created an environment in which no 
internal industry policies could have achieved more than a more orderly 
retreat. Nevertheless, interest in this study will almost certainly center on 
the chapters dealing with the almost unbelievably bitter and frustrating re- 
lationships among employers and the maritime unions from 1934 to the 
present. 

As careful and scholarly observers, the authors are at pains to present fully 
the claims and counterclaims, the overt and the hidden issues, the honest and 
the dishonest techniques of both sides. Anyone familiar with the industry will 
be aware of the fact that to do this intelligibly is a task of no mean propor- 
tions, and in this instance the presentation is admirably concise. Yet the 
battles were so vicious, and their consequences so detrimental to all in the 
industry, that one almost inevitably takes sides; and this is clearly evident 
in the present volume. 

The authors find—properly, I think—that the failure to develop a mutual 
recognition of interlocking interests reflects the absence of the intent to bargain 
in good faith. And though they make no attempt to gild the employer group, 
the failure to reach a satisfactory modus vivendi after the 1937 settlement is 
attributed largely to the intransigence of the International Longshoremen’s and 
Warehousemen’s Union; more specifically, to the policies of Harry Bridges; 
and, still more specifically, to the Communist ideology which they feel 
accounts for those policies. 

It may well be that these conclusions are close enough to the truth to con- 
stitute an important part of the explanation of the industry’s sorry record of 
work stoppages and the persistent tendency to price itself out of most of its 
markets. But in this volume they are emphasized to the point of glossing over 
the sometimes equally unreasoning truculence of the employers’ bargaining 
units, and the latent hope and desire that unionism could be shackled if not 
destroyed which cropped out again after passage of the Taft-Hartley Act. 
Equally questionable is the constant reiteration of the “irresponsibility” of 
the ILWU leadership, against which the actions of Lundeberg and the Sailors 
Union of the Pacific show up in the book as “tough” but “mature” and thus 
more consistent with the end of mutual recognition of interests. 

It should be reiterated that the authors have outlined the basic facts con- 
cerning the development and techniques of collective bargaining in the indus- 
try without bias and in terse, effective style. The conclusions they draw are 
not forced on the reader, and others may well be drawn from their own pres- 
entation. 

As in all careful analyses of industry structure and performance, this study 
derives much of its value from the compilation, evaluation, and organization 
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of source materials not readily available elsewhere. Except for some repetition 
dictated by the somewhat arbitrary division into two volumes, the books make 
unusually easy reading, largely because the authors have a pleasant willingness 
to use English where technical jargon would do. 
James A. CRUTCHFIELD 
University of Washington 


Economics of Canadian Transportation. By A. W. Currie. (Toronto: Univer- 
sity of Toronto Press. 1954. Pp. vii, 727. $10.00.) 

The present volume is the first general treatise on Canadian transportation 
to appear since the late Professor Jackman’s Economics of Transportation, 
published in 1935. It is similar in scope and organization to the latter and also 
to some of the standard American texts on transportation. The primary 
emphasis is on rail transportation but there are individual chapters on highway 
freight transportation, highway passenger transportation, inland water trans- 
portation, ocean transportation and air transportation. The author states in 
the preface that he has attempted to meet the needs of various classes of 
readers, particularly “the smaller shippers who from time to time have to 
appear before one or other of the regulatory authorities” (p. v). He does not 
mention the possible use of the volume as a text in college and university 
courses in transportation. 

The discussion of rail transportation is concerned primarily with the rate 
level and rate structure. Three chapters, totaling 115 pages, are devoted to 
the evolution of the rate level. These chapters will be valuable to specialists, 
but some may feel that they are too detailed for a general treatise. The 
chapter dealing with the theory of railway rates is adequate but, in the re- 
viewer’s opinion, open to criticism in one respect. After referring to the rela- 
tion of decreasing cost to railway rate-meking he says, “The other principle 
or economic ‘law’ underlying the theory of freight rates on individual com- 
modities is that of joint cost” (p. 159). Later in the chapter, however, when 
he summarizes the controversy between Taussig and Pigou as to whether it is 
joint cost or monopoly which explains discrimination in railway rates, 
it may be inferred that he agrees with Pigou, for he says that “On the 
whole railway history has substantiated Pigou’s point of view” (p. 170). If 
this interpretation is correct it would seem that the author should have given 
primary emphasis to the role of monopoly in explaining railway rate discrim- 
ination, with only incidental reference to joint cost in view of its very limited 
applicability in this field. 

The volume portrays very well the significant similarities and differences 
between American and Canadian transportation policies. Thus the equalization 
of railway class rates in the United States, except for Mountain-Pacific terri- 
tory, has been paralleled by equalization in Canada, except on the White 
Pass and Yukon Route and in the Maritime Provinces, effective March 1, 
1955. On the other hand, in contrast to the situation in the United States, 
the regulation of highway transportation has been left entirely to the 
provinces, apparently in part for political and constitutional reasons and in 
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part because interprovincial and international highway traffic amounts to no 
more than 3 to 5 per cent of the total. The scope of regulation is similar to 
that in the United States in the case of bus transportation but is less com- 
prehensive in the case of trucking. Thus all the provinces regulate bus fares 
and all but Newfoundland require bus operators to secure certificates of 
convenience and necessity. All except four of the provinces require certificates 
for common-carrier truck operation, but only three effectively control com- 
mon-carrier trucking rates. Contract carriers are subject only to safety regula- 
tion. 

Canadian policy with respect to air transportation is of interest in view 
of the controversy in this country as to whether airlines should be regulated 
by the same agency which regulates other forms of transportation or by a 
separate agency, and whether surface carriers should be permitted to control 
airlines. Beginning in 1938 the regulation of air transportation in Canada was 
entrusted to the Board of Transport Commissioners which at that time also 
had jurisdiction over railways and certain inland water carriers, as well as 
express, telephone and telegraph companies. In 1944 dissatisfaction with the 
Board’s regulation of air transportation led to the transfer of its regulatory 
authority in this field to a newly created Air Transport Board. At the same 
time surface carriers were ordered to divest themselves of control over air- 
lines, but the order was not made effective immediately and in 1946 was 
modified so as not to apply to the Canadian Pacific and Canadian National 
railways. 

Finally, it may be noted that the chapter on ocean shipping reveals that 
there is much similarity in the problems of the Canadian and American 
merchant marines and in the policies pursued with respect thereto. 

In the reviewer’s opinion the author might well have included a chapter on 
railway accounting and accounting regulation and one on the effect of freight 
rates on the location of industry. There are no maps, charts or statistical tables 
and the usefulness of the volume would have been materially enhanced, es- 
pecially for American readers, if at least a few such aids had been included. 
There are extensive footnotes but their usefulness is greatly reduced by being 
placed together at the end of the volume. Finally, it is unfortunate that the 
publisher should have thought it necessary to put a $10 price on the book. 
However, these criticisms do not alter the fact that both American and Ca- 
nadian students of transportation are heavily indebted to Currie for preparing 
this thorough, well-written and much needed study. 

RosBert HARBESON 

University of Illinois 


Land Economics; Agricultural Economics; Economic Geography 
Methods of Crop Forecasting. Frep H. SANDERSON. (Cambridge: Harvard 
University Press. 1954. Pp. xiv, 259. $5.00.) 


This book reviews methods currently in use for forecasting crop production 
and explores a number of techniques for refining existing procedures. In the 
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words of the author one of the objectives of the book was to “present in sum- 
mary form the contents of a large and widely scattered literature.” Cer- 
tainly Mr. Sanderson has done this part of his work well. The book sum- 
marizes studies touching on important phases of crop forecasting both from 
the United States and other countries. The study is especially timely in that 
it comes during a period of increased activity on the part of the U. S. Crop 
Reporting Service to improve the accuracy of its estimates. 

Part I examines the statistical tools that are useful in crop estimation. The 
author presents no statistical techniques not reported elsewhere but he does 
perform the highly useful function of bringing together in one place the major 
statistical developments of value in crop forecasting. 

Part II moves to a study of methods of estimating and forecasting acreage. 
Part III deals with problems of forecasting the yield of crops in advance of 
the harvest. In this section, Sanderson devotes considerable attention to errors 
arising out of inaccurate observation or bias on the part of the crop reporter 
as distinguished from sampling error and bias associated with the selectivity 
of the sample. 

Part IV explores possibilities for refining estimates by basing crop forecasts 
on the observation of ecological and weather variables. While such a system 
would sidestep many of the problems involved in predicting yields through 
observation of the condition of growing crops, Sanderson emphasizes that 
efforts in this direction are handicapped by a lack of adequate meteorological 
data and well-defined hypotheses concerning the causation of yields. 

The author points out several areas in which the forecasting procedures 
employed by the Crop Reporting Service have failed to keep pace with the 
development of improved techniques. However, he is somewhat more tolerant 
of the shortcomings of the estimating procedures now in use than many other 
critics and displays an acute awareness of the limitations imposed by budget- 
ary restrictions and the need for economizing in crop forecasting activities. He 
explores several sampling devices which, while involving a loss in “statistical 
efficiency,” increase the economic efficiency of the estimating procedure. 

The book is well written and should be comprehensible to anyone with an 
understanding of the concepts presented in the basic courses on statistical 
methods. It should prove highly useful to those interested in bringing them- 
selves up-to-date on the present status of crop estimating procedures with a 
minimum of effort. 

RAYMOND R. BENEKE 

Iowa State College 


Real Estate Finance. By Henry E. Hoactanp. (Homewood, Illinois: Richard 
D. Irwin, Inc. 1954. Pp. ix, 515. $6.00.) 

This book contains information on almost all aspects of real estate financ- 
ing; however, it is basically concerned with presenting home financing pro- 
cedures rather than a thoroughly definitive discussion of the principles and 
problems of real estate financing. The twenty-seven chapters contain three 
principal categories of information: (1) descriptions of real estate financing 
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instruments, (2) a review of the characteristics of the principal sources of real 
estate mortgage funds and the procedures used in disbursing these funds, and 
(3) a general statement of government home financing programs. 

The volume is written in a narrative descriptive style and provides general 
indoctrination in the home financing procedures in which the author believes. 
Professor Hoagland’s many years of teaching, business and governmental ex- 
perience in real estate provide the background from which he develops in 
broad outlines general real estate financing principles and procedures. 

The book has been written for students as well as practitioners and should 
be useful to the student who has completed one semester of real estate prin- 
ciples; to the practitioner with only limited experience in home mortgage 
lending; as a supplementary text in an introductory course in real estate 
stressing real estate financing; and as a general review of basic home financing 
principles and procedures for the advanced student and the experienced prac- 
titioner. 

The author’s approach to real estate financing is broader than those of other 
authors on real estate financing who typically stress the lenders’ views on 
mortgage financing. He discusses real estate financing from the viewpoint of 
(1) the lender, as in Chapter 20 “Mortgage Loan Servicing,” (2) the borrower, 
as in Chapter 1 “Introduction,” and (3) the practitioner, as in Chapter 18 
“Appraisal for Financing Purposes.” Although home financing is stressed, 
he also includes chapters on financing farms, subdivision and development 
financing, and federal housing programs. 

The book would have been strengthened by inclusion of more complete 
discussions of such aspects of home financing as new-custom-built home con- 
struction financing, the steps in the home financing process, mortgage loan 
appraisal for single-family homes, regional differences in mortgage financing, 
and the impact of neighborhoods and districts on lending terms. The analyses 
of institutional lenders, government impact, and federal housing programs 
would have been more meaningful if they had been preceded by brief sum- 
maries of money markets and the flow of funds into mortgage markets. Ad- 
vanced students of real estate and experienced practitioners will want to sup- 
plement the discussions of institutional lenders, lending instruments, and 
governmental housing programs with a review of the National Bureau studies 
in real estate finance, Housing and Home Finance Agency real estate research 
reports, and other recent real estate research publications referred to only 
infrequently in the book. 

The author does not attempt to speculate on such vital topics as the reasons 
for the growth of savings and loan associations in the postwar period, the 
implications of increasing federal support for single-family home financing, 
the basis for the trends to long-term, high loan-to-value, low-interest-rate home 
mortgage loans. Definitive evaluations of these and similar matters by a 
scholar of Hoagland’s stature would have increased the usefulness of the book 
for the mature student and the experienced lenders. 

The book is welcome because it brings together the newest as well as the 
most generally accepted principles and procedures in real estate financing. 
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Hoagland has performed a service in synthesizing the many varied aspects of 
real estate financing into simply stated principles and procedures. Other 
scholars should be challenged to study these principles and procedures and 
test them in the light of the continuing stream of research materials now 
being published on real estate finance. 
Frep E. Case 
University of California, Los Angeles 


Labor 


Manpower in the United States: Problems and Policies. By W1LtiAM HABER, 
Freperick H. Harsison, LAWRENCE R. and Giapys L. PALMER, 
editors. (New York: Harper & Bros. 1954. Pp. xi, 225. $3.00.) 


In the opening essay of this collection, called “Work in the Life of an 
American,” Daniel Bell emphasizes the profound influence of scientific man- 
agement, with its “division of labor” and “fragmentation of work” upon the 
life of the American laborer. He might have gone a step further. The book 
itself is an example of the “task system” in scholarly output. It is another 
sample of that increasingly common academic performance, the collective 
treatise: 225 pages long, four editors, sixteen essays, and twenty authors. 

Manpower in the United States is introduced by the editors as a study in 
the “specialized branch of economics . . . in which the concept ‘manpower’ 
specifically denotes labor market dynamics and labor force characteristics and 
attributes” (p. ix). If this definition leaves the reader with something less 
than a crystal clear understanding of the job territory of the manpower 
economist, he may read on to discover that “from studies of these matters 
policy is both evaluated and created. . .” and that, in the editors’ collective 
opinion, “the objectives of public policy today” should be: (1) to maintain 
a high-level employment economy. . . . (2) to build and maintain a stable 
work force. ... (3) to utilize the labor force efficiently through proper match- 
ing of jobs with people, effective management, and the appropriate education, 
training, and development of people, and thus to raise the productivity of 
labor and the general standard of living throughout the nation. (4) to provide 
reasonable security against .. . illness, unemployment, disability, and old age. 
(5) to preserve and enhance the freedom, dignity, and worth of the indivi- 
dual. . . . (6) to provide the proper . . . distribution of manpower between 
our armed forces and civilian work forces. . . .” (pp. ix-x). 

Not quite all of the above matters are covered in the present volume. The 
book has three main parts: I. “Utilization and Motivation of Workers” (five 
essays), II. “Changing Dimensions of the Work Force” (seven essays), and 
III. “Manpower Mobilization” (four essays). It has also the unevenness of 
quality, the diversity of treatment, and the tendency toward repetition of 
many such collections. £.g., it ranges in quality from a few brilliant and 
informative chapters by Bell (see above), Wolfbein (“The Geographic Dis- 
tribution of Nonfarm Employment”), Bancroft (“Trends in the Labor 
Force”), and Ginzberg and Anderson (“The Shape of Military Manpower 
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Policy”), on down to several thoroughly pedestrian summaries of standard 
labor problems and Solomon Barkin’s hard ride on his hobby of “Job Rede- 
sign: A Technique for an Era of Full Employment.” (Barkin’s thesis: criticism 
of hiring officers, who “look for the most productive person among, rather 
than the best job for, the applicants. . .. The convention is that people must 
be suited to the jobs rather than jobs to the people” [p. 40].) 

The author list is imposing and the title list intriguing. The essays men- 
tioned above are excellent and one or two others are almost as good. However, 
for this reviewer at least, the book as a whole simply did not come off. There 
was no sense of unity, no feeling of approach to “a problem,” simply a col- 
lection of pieces, ranging from good to ordinary, on a variety of topics. Per- 
haps the fault is the reviewer’s; perhaps the fault lies in the approach, the 
target being too big; or perhaps, just perhaps, this is carrying division of 
labor too far and we should recombine some of the jobs in manpower eco- 
nomics to bring back a sense of work significance to the laborers in that classi- 
fication. 

O. W. PHELPs 

Claremont Men’s College 


The Impact of Strikes: Their Social and Economic Costs. By Nett W. CHAM- 
BERLAIN and JANE METZGER SCHILLING. (New York: Harper and 
Brothers. 1954. Pp. viii, 257. $4.00.) 


Estimating the cost of strikes, as of other kinds of warfare, is a tantalizing 
problem. While it is easy enough tor the partisan to command sympathy for 
the losses of those he favors, to make a dispassionate appraisal of net effects 
is a different matter. Many of the relevant statistics are unavailable; people 
are affected in varying degrees; and the proverbial truths that one man’s meat 
is another man’s poison and that it’s an ill wind that blows nobody any good 
are only too applicable. “Because of these conflicting factors,” wrote Florence 
Peterson of the U. S. Bureau of Labor Statistics in 1937, “an estimate of the 
cost of individual strikes or the cost of all strikes in a given period is mis- 
leading as well as inaccurate’’; and more recently the Bureau has described the 
making of such estimates as an “impossible job.” This has not deterred the 
authors of the present study—and will probably not deter others—from at- 
tempting it. 

Professor Chamberlain has made a heroic effort to simplify his problems. 
After describing his method, which in conception is both ambitious and novel, 
he applies it to seventeen large strikes (11 coal, 3 rail, and 3 steel), mostly 
postwar. He enumerates the various “publics” presumed to be affected by 
the strikes; and he tries to measure, for each of these “publics,” first, the 
importance to them of the particular good or service in question (its “cultural 
necessity” to consumers, “production necessity” to dependent producers, etc.) ; 
second, the extent to which on a particular day—usually at the peak of the 
strike—supplies could be maintained from stocks (“stock effect”); and third, 
the extent to which substitutes could be found (“substitutability”). Each of 
these effects is rated on a 10-point scale, and the readings are combined in 
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such a way as to give an “urgency rating” for the particular “public” con- 
sidered. The various urgency ratings are then multiplied by the estimated 
sizes of the respective “publics,” and a total strike rating is arrived at which 
can be compared with those for other strikes. 

Unfortunately the very neatness of the method underlines the tenuity of 
the data on which the results are based. Certain of the figures used come from 
official reports; some are from newspapers; but many of the estimates—no- 
tably those relating to “cultural necessity,” “market necessity,” “substitutabil- 
ity” and the recoverability of strike losses—are the purest guesswork: “an 
allowance of 60 per cent is made for recoverability, . . . but an additional 
allowance of 90 per cent of strike losses is considered to have been offset by 
the close concern of strikers’ families with the outcome of the dispute.” The 
procedure is inevitably, if sometimes alarmingly, flexible: “if this procedure 
too grossly understates the effect, then additional categories may be added.” 
The detailed discussion of the effects of particular strikes on particular “pub- 
lics” is interesting as speculation, and the argument sometimes appears cogent 
enough (for example, the commonsense conclusion that household consumers 
are not necessarily the most important sufferers was certainly worth stressing) ; 
it is the insistence on dubious statistics that is disturbing. “The advantage of 
the rating device is that it forces the assessment, in relatively precise terms, 
of all the numerous variables which together determine the impact of a 
strike on the public.” But “relatively precise” is a scarcely permissible 
euphemism, and “all” is certainly an exaggeration. 

A wider purpose of the book is, according to the jacket, to “provide an 
important new basis for realistic legislation.” Legislation is founded on rights; 
and the social philosophy of the authors is based on “rights of expectation” 
(expectation of buying what we need and selling our goods and services in 
order to be able to do so): “to the extent that a strike inconveniences us, 
then, it frustrates our rights of expectation, rights which are just as surely 
built into our culture as if they were matters of law.” But what of the 
strikers’ “rights of expectation”? Those who are “inconvenienced” by, say, 
the withholding of a wage increase which they consider overdue might fairly 
ask Chamberlain by what hedonistic calculus he would balance their rights 
against “ours.” The striker is, indeed, the most stubborn factor in the situa- 
tion, and the authors virtually ignore him in their very natural concern for 
his victims, the “public.” “There is rather clear evidence that large sections of 
the public would welcome almost any substitute for the strike.’”” What substi- 
tute? If an inconvenient strike can be averted only by granting an exorbitant 
demand, or outlawed only at the cost of producing chronic industrial apathy 
or unrest, the price may be greater than the benefit bought. In any serious 
strike situation, the action taken may profoundly affect the future course of 
relations within the industry; and in such a context the public’s immediate 
reactions may be largely irrelevant. Thus even supposing that the sort of effects 
discussed in this book could be predicted accurately (which they certainly 
cannot), short-term economic expediency is not necessarily a very good guide 
to action, This is after all the core of the strike problem—a problem which, 
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after credit has been given to the present authors for their enterprise, remains 
beyond the reach of so narrow an economic analysis. 
K. G. J. C. KNowLEs 
Institute of Statistics, University of Oxford 


Collective Bargaining in the Railroad Industry. By Jacop J. KAUFMAN. (New 
York: King’s Crown Press. 1954. Pp. xi, 235. $3.75.) 


This is a modest, useful book which will, no doubt, be a handy reference 
for its period. It does what it sets out to do, namely to give the background 
of the Railway Labor Act and to study its operations in detail from the amend- 
ments of 1934 to 1952. The author has been employed somewhere in the 
field of railway personnel administration and it seems to have been a labor 
of love for him to gather up the available references and to present a complete 
if condensed story. 

Those who are not technicians operating in this field will, however, wish 
that Mr. Kaufman had raised his sights a little bit. Here is a record of the 
declining power of capital and the rising power of labor displayed with a 
clarity found nowhere else in America. By 1916 the Railway unions were able 
to make the Congress jump through hoops at command. It was a foretaste of 
the great and permanent change of 1933. 

The economic literature is full of the efforts of monopolistic competitors 
to find their way through the maze of legislation and regulation set up to 
frustrate their efforts. The running trades have no such problem. They are a 
monopoly and make no bones of it. They freeze working conditions and 
prevent agreement with individual roads for the more intelligent application 
of labor in order to preserve what they think are their advantages. 

From about 1920 the railways’ share of the national income was declining. 
The numbers of their employees shrank both absolutely and relatively. Their 
differential advantage over workers in the manufacturing industries also 
shrank as the latter also organized. 

The very high degree of organization of railway workers does not change 
the nature of the ultimate adjustment (except, possibly, by making the final 
position worse than it might otherwise have been), but it certainly does change 
the path by which it is reached. 

It is a misfortune that Kaufman was not greatly interested in the forest; 
but he has given a good description of the trees he chose for his own. 

Joun L. McDouca.i 

Queen’s University 


Modern Labor Economics ; An Analysis of Labor-Management Relations. By 
Pearce Davis and Geratp J. Matcuett. (New York: Ronald Press. 
1954. Pp. xviii, 659. $6.00.) 

This is a worm’s eye view: the student enrolled in the introductory course 
in labor economics looking at a proposed text. What standards, we may in- 
quire, would this fellow expect the book to meet and how does this particular 
volume measure up? 
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He would insist, first, on comprehensiveness, on dealing with all the topics 
needed for a basic understanding of labor problems. The authors acquit them- 
selves very well on this score. 

Second, he would expect the volume to be systematic, to hang upon a logical 
framework. Here, again, Davis and Matchett score. Their structure makes 
sense and it is not hard to find the discussion of a particular topic. 

Third, he would like to come away from the book with a set of insights that 
help him explain the world of labor. In several instances, for example, the 
description of the trade union, the discussion deals only with formal, surface 
phenomena. Although the information is quite accurate and the writing is not 
without a certain sophistication, there is little penetration. 

Fourth, he would want his text to do too little rather than too much, to hit 
the key ideas and omit the factual tonnage, which can be found in supple- 
mental readings. Here, too, the treatment is not satisfactory. The freight 
carried by the book is too heavy and the reader staggers under the load. Much 
of it, for example the discussion of types of economic enterprise, could be 
dispensed with. 

Related to this is the fifth point, that the style should exhibit both lucidity 
and brevity. The volume opens smoothly; after a while, however, one notes a 
certain fatigue creeping into the writing and, as is common in collaborative 
enterprises, unevenness. As already noted, the book is too long. 

Sixth, our student insists that the authors make up their minds about the 
case method. Either they compile a casebook or they write a text. It is dis- 
concerting to find a random patchwork of illustrative material. 

Finally, he expects that the suggestions for further reading will penetrate 
the subject matter more deeply. He is disappointed to find bibliographies 
heavy with references to other text books while omitting standard monographs. 

To sum up, in a room crowded with texts for the elementary labor course 
this one is likely to be jostled to the rear. It will do, but it will not inspire. 

IRVING BERNSTEIN 

University of California, 

Los Angeles 
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(New York: Kelley and Millman. 1954. Pp. x, 265. $4.50.) 
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Matrtuus, T. R. Definitions in political economy. Reprints of econ. classics. (New York: 
Kelley and Millman, 1954. Pp. viii, 261. $7.50.) 

A reprint of the original edition of 1827. 

PackeE, M. St. J. The life of John Stuart Mill. (New York: Macmillan. 1954. Pp. xvi, 567. 
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Porescu, O. El pensamiento social y econédmico de Esteban Echeverria. (Buenos Aires: 
Editorial Americana. 1954. Pp. 259.) 
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(Bern: Verlag Herbert Lang. 1954. Pp. 36. 2.60 fr.) 
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ment 1948-1954. I.P.R. 12th conf., Kyoto, Japan, Sept. 1954. Sec. paper no. 6. (New 
York: Inst. of Pacific Relations. 1954. Pp. vi, 60, mimeo. $1.) 

Ver Steec, C. L. Robert Morris revolutionary financier—with an analysis of his earlier 
career. (Philadelphia: Univ. of Pennsylvania Press. 1954. Pp. 276. $5.) 

Watp, H. P., editor, with Froomxin, J. N. Papers and proceedings of the Conference on 
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wages in the capitals of the Northern countries). Nordisk Statistisk Skriftserie. (Stock- 
holm: K. L. Beckmans Boktryckeri. 1954. Pp. 92.) 

The purpose of the study has been to compare, as ef April 1952, cost of living and 
real wages in the Scandinavian countries. Actually, the comparisons are made only for 
the capitals—Copenhagen, Helsingfors, Reykjavik, Oslo and Stockholm. Since this is the 
first time such a comparison has been undertaken, considerable attention has been devoted 
to theoretical problems and to questions of method. (An English summary is provided.) 

Obtaining financial aid for a development plan—the Export-Import Bank of Washington 
loan to Afghanistan, Sept. 30, 1953. Prepared by the Senate Committee on Banking and 
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Rinehart. 1954. Pp. x, 67, 95¢.) 
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U. S. Bus. Performance Abroad. (Washington: Nat. Planning Assoc. 1954. Pp. viii, 112. 
$1.) 

Cartucct, G. Gli effetti della svalutazione monetaria inglese del 1931. Inst. di Scienze Econ. 
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agencies. No. 5. U.N. pub. 1954. II.D.2. (New York: Columbia Univ. Press. 1954. Pp. 
viii, 157. $1.75.) 
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230 THE AMERICAN ECONOMIC REVIEW 
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Raum der EZU. (Kiel: Inst. fiir Weltwirtschaft, Univ. Kiel. 1954. Pp. 8. DM 2.50.) 


Business Administration 

Drucker, P. F. The practice of management. (New York: Harper. 1954. Pp. 404.) 

MarsHatt, M. V. Automatic merchandising—a study of the problems and limitations of 
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Perry, J. Human relations in small industry. (New York: McGraw-Hill. 1954. Pp. xi, 313. 
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ScHNEIDER, E. Industrielles Rechnungswesen—Grundlagen und Grundfragen. (Tiibingen: 
J. C. B. Mohr (Paul Siebeck). 1954. Pp. xi, 223. DM 18.80.) 
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Straus, H. Le profit des grandes entreprises américaines. Centre d’Etudes Econ. pub. (Paris: 
Lib. Armand Colin. 1954. Pp. 151.) 

Government in business. Hearings before the House Committee on Government Opera- 
tions, 83d Cong., 2nd sess. (Washington: Supt. Docs., 1954. Pp. 265.) 
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Brame, A. U., and Porter, J. W., compilers. Records of the Senate Committee on Interstate 
Commerce—Subcommittee to Investigate Interstate Railroads 1935-43. Prel. inventories 
no. 75. (Washington: Nat. Archives and Records Serv. 1954. Pp. v, 10.) 

Broent, W. G., Jr. Trucks ... trouble... and triumph—the Norwalk Truck Line Com- 
pany. Indiana Univ. School of Bus. Research rept. (New York: Prentice-Hall. 1954. Pp. 
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CampseLt, T. C. The bituminous coal freight-rate structure—an economic appraisal. Bus. 
and econ. stud. III (3). (Morgantown: Bur. of Bus. Research, West Virginia Univ. 1954. 
Pp. vii, 47.) 

Caupitt, W. G., and Perros, G. P., compilers. Records of the Joint Congressional Aviation 
Board 1947-48. Prel. inventories no. 74. (Washington: Nat. Archives and Records Serv. 
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Heecxt, H., and Stenpier, H. Der Wiederaufbau der deutschen Handelsflotte. Kieler stud. 
no. 31: (Kiel: Inst. fiir Weltwirtschaft, Univ. Kiel. 1954. Pp. v, 98. DM 8.,-.) 

Wuson, G. L. Transportation and communications. (New York: Appleton-Century-Crofts. 
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Inland water transport in Europe and the United States of America. Report of the expert 
working group from Asia and the Far East on inland water transport, Aug.-Nov. 1951, 
under the sponsorship of the U.N. Tech. Assistance Admin. and ECAFE. U.N. pub. 
1953.VIII.1. (New York: United Nations. 1954. Pp. vi, 141. $1.50.) 
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Power policy—Dixon-Yates contract. Hearings before a subcommittee of the Senate Com- 
mittee on the Judiciary, 83d Cong., 2nd sess., July 1-2, 1954. (Washington: Supt. Docs. 
1954. Pp. 183.) 

Reports and papers on mass communications. No. 10, Newsprint trends 1928-1951. No. 11, 
Paper for printing (other than newsprint) and writing. No. 12, Paper for printing and 
writing. Tentative forecasts of demand in 1955, 1960, and 1965. UNESCO Clearing 
House, Dept. Mass Communication. (New York: Columbia Univ. Press. 1954. Pp. 63, 
42, 105. Each 40¢.) 


Industry Studies 


CHARDONNET, J. La sidérurgie frangaise—progrés ou décadence? Cahiers de Fondation Nat. 
des Sci. Pol. no. 63. (Paris: Lib. Armand Colin. 1954. Pp. 238. Fr. 750.) 

Kunze, H.-J. Die Lagerungsordnug der westeuropdischen Eisen- und Stahlindustrie im 
Lichte ihrer Kostenstruktur. Kieler stud. 30. (Kiel: Inst. fiir Weltwirtschaft, Univ. Kiel. 
1954. Pp. iv, 100.) 

America’s demand for wood 1929-1975. Summary of a rept. by Stanford Research Inst. 
(Tacoma, Wash.: Weyerhaeuser Timber Co. 1954. Pp. 94.) 


Land Economics; Agricultural Economics; Economic Geography 


Bamey, E. L. Economic patterns in Pontotoc County, Mississippi. Bus. Aids ser. no. 9. 
(University, Miss.: Bur. of Bus. Research. Univ. of Mississippi. 1954, Pp. ix, 72.) 

Brau, G. Disposal of agricultural surpluses. Commodity pol. stud. no. 5. (Rome: U.N. 
Food and Agric. Organization. 1954. Pp. iv, 42.) 

Gorts, H. Price-determining factors in American tobacco markets. Experimental approach 
in statistical analysis. Contrib. to econ. analysis no. 5. (Amsterdam: North Holland Pub. 
Co. 1954. Pp. 112. $2.75.) 

JEANNENEY, J.-M. L’économie alpine. Rapport général au Congrés de Grenoble. (Paris: 
Fondation Nat. des Sci. Pol. 1954. Pp. 64.) 

Jounson, V. W., and Bartowg, R. Land problems and policies. (New York: McGraw-Hill. 
1954, Pp. 422.) 

Murray, W. G. Farm appraisal—classification and valuation of farm land and buildings. 
3rd ed. (Ames: Iowa State College Press. 1954. Pp. ix, 366. $4.50.) 

NeEtson, L. American farm life. (Cambridge: Harvard Univ. Press. 1954. Pp. viii, 192. 
$3.75.) 

Stamp, L. D. and Gumovr, S. C. Chisholm’s handbook of commercial geography. 
14th ed. rev. (London: Longman’s, Green. 1954. Pp. xiii, 915. $12.75.) 

TostLese, A. S. The growth of physical capital in agriculture, 1870-1950. A report of the 
Nat. Bur. of Econ. Research, in cooperation with the Bur. Agric. Econ., U.S. Dept. 
Agriculture. Occas. paper 44. (New York: Nat. Bur. Econ. Research. 1954. Pp. 92.) 

Foreign agricultural situation—the export problem. Prepared by For. Agric. Service (Wash- 
ington: Supt. Docs. 1954. Pp. 68.) 

The nation looks at its resources. Rept. of the Mid-Century Conf. on Resources for the 
Future, December 1953. (Washington: Resources for the Future, Inc. 1954. Pp. xii, 418. 
$5.) 

A regional interindustry study of Maryland. Stud. bus. econ. VII (2). (College Park: Bur. 
Bus. and Econ. Research, Univ. of Maryland. 1954. Pp. 12.) 

Urban land problems and policies—housing and town and country planning. U.N. pub. 
1953. IV. 22, bul. 7. (New York: Columbia Univ. Press. 1953. Pp. 182. $1.75.) 
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Labor 


Baker, H. and France, R. R. Centralization and decentralization in industrial relations. 
(Princeton: Indus. Relations Sec., Princeton Univ. 1954. Pp. 218. $4.) 

CHatmers, W. E., CHANDLER, M. K., McQuirrrty, L. L., Stacner, R., Wray, D. E., and 
Derser, M., coordinators. Labor-management relations in Illini City. Vol. I: The case 
studies. Vol. 2: Explorations in comparative analysis. (Champaign: Inst. Lab. Indus. 
Relations, Univ. of Illinois. 1953. Pp. xlii, 809; x, 622, 2 vols, $15; each, $10.) 

Cooper, S. and GARFINKEL, S. Fact book on manpower. Prepared in Div. Manpower and 
Employment Stat. BLS bull. no. 1171. House doc. no. 505. (Washington: Supt. Docs. 
1954. Pp. 88.) 

GarBarino, J. W. Guaranteed wages. (Berkeley: Inst. Indus. Relations, Univ. of California. 
1954. Pp. viii, 61. 25¢.) 

Heron, A. D. Reasonable goals in industrial relations. (Stanford: Stanford Univ. Press. 
1954. Pp. vii, 117. $3.) 

Hutt, W. H. The theory of collective borgaining. Rev. ed. (Glencoe: Free Press. 1954. Pp. 
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Jarre, A. J. and Carteton, R. O. Occupational mobility in the United States 1930-1960. 
(New York: King’s Crown Press, Columbia Univ. 1954. Pp. xiv, 105. $2.75.) 

Lester, R. A. Hiring practices and labor competition. (Princeton: Indus. Relations Sec., 
Princeton Univ. 1954. Pp. 108. $2.50.) 

“This is the first of a series of reports based on a two-year investigation of industrial 
relations policies and practices in 80-odd manufacturing firms in the Trenton, New 
Jersey, work area.... 

“The principal aims of the entire study have been, first, to understand and analyze 
the employment and wage practices prevailing in the area and, second, to examine the 
effects of recruitment by the new Fairless Works of U.S. Steel Corporation and other 
expanding firms upon the hiring, wage, and personnel policies of plants in the area. _Im- 
portant by-products of the study include an analysis of the recruitment problems and 
policies of new industrial plants and a comparative study of the significance of plant size 
for industrial relations, as indicated from the experience of the interviewed firms” (From 
the Introduction). 

Lorwin, V. D. The French labor movement. (Cambridge: Harvard Univ. Press. 1954. Pp. 
xix, 346. $6.) 

Mam, F. T. Recruiting patterns and the functioning of labor markets. Reprint no. 60. 
(Berkeley : Inst. of Indus. Relations, Univ. of California. 1954. Pp. 19.) ' 

Lewis, E. A., compiler. Railroad Retirement and Unemployment act, as amended. (Wash- 
ington: Supt. Docs. 1954. Pp. 140.) 

Parnes, H. S. Research on labor mobility—an appraisal of research findings in the United 
States. Bull. 65. (New York: Soc. Sci. Research Council. 1954. Pp. xi, 205. $1.75.) 

Peterson, F. Personnel case studies. (New York: Harper and Bros. 1955. Pp. xiv, 342. $3.) 

Soprt, I., Werner, Z. H., and Harris, H. C. The Negro in the St. Louis economy—1954. 
Project Dept. Indus. Relations. (St. Louis: Urban League of St. Louis, Inc. 1954. Pp. 
95. $1.) 

Somers, H. M. and Somers, A. R. Workmen’s comp tion—prevention, insurance, and 
rehabilitation of occupational disability. (New York: John Wiley and Sons. 1954. Pp. 
xv, 341. $6.50.) 

Tart, P. The structure and government of labor unions. (Cambridge: Harvard Univ. Press. 
1954. Pp. xix, 312. $6.) 

Changes in women’s occupations 1940-1950. Women’s Bur. bull. no. 253. (Washington: 
Supt. Docs. 1954. Pp. 104.) 


Current problems in labor relations and arbitration. Digest of proceedings of Cornell Conf., 


TITLES OF NEW BOOKS 233 


April 13-14, 1954. (Ithaca: New York State School of Indus. and Labor Relations, 
Cornell Univ. 1954. Pp. 62. 50¢.) 

Labor-management relations. Report of the House Committee on Education and Labor, 
83d Cong., 2nd sess. (Washington: Supt. Docs. 1954. Pp. 33.) 

Year book of labour statistics 1954. 14th issue. (Geneva: Internat. Lab. Office. 1954. Pp. 
xv, 397. $5.) 


Population; Social Welfare and Living Standards 


Crark, L. H., editor. Consumer behavior—the dynamics of consumer reaction. Sponsored 
by the Committee for Research on Consumer Attitudes and Behavior. (New York: New 
York Univ. Press. 1954. Pp. viii, 128. $4.) 

Couper, W. J. and VAucHAN, R. Pension planning—experience and trends. Indus. relations 
monog. no. 16. (New York: Indus. Relations Counselors. 1954. Pp. x, 245.) 

Kuznets, S. and Ruin, E. Immigration and the foreign born. Occas. paper no. 46. (New 
York: Nat. Bur. Econ. Research. 1954. Pp. xii, 104. $1.50.) 

Russet, E. J. World population and world food supplies. (New York: Macmillan. 1955. 
London: George Allen and Unwin. 1954. Pp. 513. $8.50.) 

Federal grant-ir:-aid programs in Pennsylvania 1941-1953. A rept. of the Pennsylvania 
Commission on Intergovernmental Relations. (Harrisburg: Pennsylvania Commission on 
Intergovernmental Relations. 1954. Pp. xi, 275.) 

Health reinsurance legislation. Hearings before the House Committee on Interstate and 
Foreign Commerce, 83d Cong., 2nd sess. Mar. 24-May 7, 1954. (Washington: Supt. 
Docs. 1954. Pp. 453.) 

Old-age and survivors insurance; coverage, eligibility requirements and benefit payments. 
Prepared by the Senate Committee on Finance. (Washington: Supt. Docs. 1954. Pp. 30.) 
Voluntary medical care insurance—a study of non-profit plans in Canada. (Ottawa: Dept. 

Nat. Health and Welfare. 1954. Pp. xii, 208.) 


Unclassified 


Bourtez-Grece, F. Les classes sociales aux Etats-Unis. Centre d’Etudes Econ. pub. (Paris: 
Lib. Armand Colin. 1954. Pp. 234.) 

Furniss, E. S., Jr. The office of the Premier in French foreign policy-making—an applica- 
tion of decision-making analysis. Foreign pol. analysis ser. no. 5. (Princeton: Organiza- 
tional Behavior Sec., Princeton Univ. 1954. Pp. vii, 56.) 

Henry, A. F. and Suort, J. F., Jr. Suicide and homicide—some economic, sociological and 
psychological aspects of aggression. (Glencoe: Free Press. 1954. 214. $4.) 

Three of the eight chapters are devoted to economic aspects of aggression: Suicide, 
Status and the Business Cycle; Homicide, Status and the Business Cycle; and Aggression, 
Frustration and the Business Cycle. 

Lez, R. L., BurKHaRD, J. A., and SHaw, V. B. Contemporary social issues. (New York: 
Thomas Y. Crowell. 1955. Pp. xv, 864. $3.95.) 

ROETHLISBERGER, F. J., assisted by Lomearp, G. F. F. and Ronxen, H. O. Training for 
human relations—an interim report of a program for advanced training and research in 
human relations, 1951-1954. (Boston: Grad. School Bus. Admin., Harvard Univ. 1954. 
Pp. xvii, 198. $2.) 

Suustk, M., editor. Readings in game theory and political behavior. Short stud. in pol. sci. 
(New York: Doubleday. 1954. Pp. xiv, 74. 95¢.) 

Included are extracts from the work of Jacob Marschak, Abraham Wald, John von 
Neumann and Oskar Morgenstern, Duncan Black, Kenneth Arrow, and others. 

Snyper, L. L. The meaning of nationalism. (New Brunswick: Rutgers Univ. Press. 1954. 
Pp. xv, 208. $4.50.) 


234 THE AMERICAN ECONOMIC REVIEW 


Government sponsored and government supported research—social sciences and interdisci- 
plinary areas. 6th quart. rept. (Washington: Nz:. Sci. Foundation. 1954. Pp. x, 123, 
mimeo. 

Looking forward. Sections of work in progress by authors of Internat. Pub. on its 30th 
anniversary. (New York: Internat. Pub. 1954. Pp. 223. $2.) 

Economists interested in Communist thought will find in the volume an essay by 
Victor Perlo, “Power of the Financiers,’ and one by William Z. Foster, “China’s 
Victorious Revolution.” 

The university teaching of social sciences: economics. Sponsored jointly by Internat. Econ. 
Assoc. and UNESCO and containing reports and papers presented at the Talloires 
Conf., August 1951. (New York: Columbia Univ. Press. 1954. Pp. 302. $3.) 

A special rate may be obtained by members of the American Economic Association 
through Dr. James Washington Bell, Secretary: $2.00 net plus 15¢ postage, checks to be 
made out to the Columbia University Press. 


PERIODICALS 


Economic Theory; General Economics 


Baupin, L. Irrationality in economics. Quart. Jour. Econ., Nov. 1954. Pp. 16. 

Brirmovicn, A. D. Einige Schemata der fortschreitenden Wirtschaft. Zeitschr. f. National- 
ékon, Sept. 1954. Pp. 34. 

BowEN, H. R. Technological change and aggregate demand. Am. Econ. Rev., Dec. 1954. Pp. 5. 

Caropacuio, G. Di alcune relazioni tra prezzo privato, prezzo pubblico, costo medio e costo 
marginale. Giorn. d. Econ., July-Aug. 1954. Pp. 13. 

Carett, E. Zur Theorie des totalen Gleichgewichtes. Zeitschr. f. Nationalékon., Sept. 1954. 
Pp. 18. 

Cuernorr, H. Rational selection of decision functions. Econometrica, Oct. 1954. Pp. 22. 

Desrev, G. Numerical representations of technological change. Metroeconomica, Aug. 
1954. Pp. 10. 

DE Carson, L. Les repercussions sociales de la revolution Keynesienne. Nouvelle Rev. de 
l’'Econ. Contemp., Aug.-Sept. 1954. Pp. 6. 

Dietz, R. Die Betriebsverfassung in der Sozialordnung. Zeitschr. f. die Ges. Staatswiss., 
1954, CX (4). Pp. 14. 

Dr Narot, G. L’economia politica scienza del benessere collettivo. Giorn. d. Econ., July-Aug. 
1954. Pp. 15. 

DorrMan, R. and Sterner, P. O. Optimal advertising and optimal quality. Am. Econ. 
Rev., Dec. 1954. Pp. 11. 

Ernaupl, L. Wirtschaftswissenschaft und Wirtschaftswissenschafter von heute. Zeitschr. f. 
Nationalékon., Sept. 1954. Pp. 19. 

Exuiott, G. A. On some fashions in economic theory. Can. Jour. Econ. Pol. Sci., Nov. 
1954. Pp. 15. 

Evtsperc, D. Classic and current notions of “Measurable Utility.” Econ. Jour., Sept. 1954. 
Pp. 29. 

Friscu, R. Linear expenditure functions (an expository article). Econometrica, Oct. 1954. 
Pp. 6. 

Grorcescu-RoEcEn, N. Choice and revealed preference. So. Econ. Jour., Oct. 1954. Pp. 12. 

. Choice, expectations and measurability. Quart. Jour. Econ., Nov. 1954. Pp. 32. 

Gunt, C. Die Grundziige der Arbeitsékonomie und ihre Bestatigung durch die Amerikanische 
Gesellschaft. Zeitschr. f. die Ges. Staatswiss., 1954, CX (4). Pp. 25. 

Grunserc, E. and Mopicriant, F. The predictability of social events. Jour. Pol. Econ., 
Dec. 1954. Pp. 14. 

GurHeEnevr, R. Quelques aspects de la théorie de la firme: incertitude, autonomie, calculs 
forfaitaires. Rev. Economique, Sept. 1954. Pp. 30. 

Henverson, A. The theory of duopoly. Quart. Jour. Econ., Nov. 1954. Pp. 20. 

Inapa, K.-I. Elementary proofs of some theorems about the social welfare function. Annals 
Inst. Stat. Math., 1954 VI (1). Pp. 8. 

Jonas, F. Das allgemeine Stabilitétspostulat in der nationalékonomischen Klassik, insbe- 
sondere bei Ricardo. Schmollers Jahrb., 1954, LXXVI (5). Pp. 34. 


236 THE AMERICAN ECONOMIC REVIEW 


Krewie, W. Investitionsquote, Wachstrumsrate, Kapazitétsausnutzung und Disproportion- 
alitiiten in der fortschreitenden Wirtschaft. Jahrb. f. Nationalék. und Stat., Oct. 1954. 
Pp. 36. 

Kroéit, M. Scheinprobleme und echte Probleme der Dynamik. Zeitschr. f. Nationalékon., 
Sept. 1954. Pp. 17. 

Lesourne, M. J. Les facteurs économiques de la localisation des entreprises. Nouvelle Rev. 
de l’Econ. Contemp., Aug.-Sept. 1954. Pp. 11. 

Lonoo, A. I sistemi di equazioni lineari alle differenze, a coefficienti costanti. L’industria, 
1954, No. 3. Pp. 17. 

Maccr, R. Sulla diresionalita della curva di offerta individuale de lavoro. Giorn. d. Econ., 
May-June 1954. Pp. 41. 

Manr, A. Indifferenzkurven und Grenznutzenniveau. Zeitschr. f. Nationalékon., Sept. 1954. 
Pp. 16. 

Meter, G. M. Some questions about growth economics: comment, with a reply by L. B 
Yeager. Am. Econ. Rev., Dec. 1954. Pp. 6. 

Movty, J. De la firme et de ses comportements. Rev. d’Econ. Pol., Nov.-Dec. 1954. Pp. 14. 

Novick, D. Mathematics: logic, quantity, and method, with introduction by P. A. Samuel- 
son and comments by Samuelson, L. R. Klein, J. S. Duesenberry, J. S. Chipman, and 
others. Rev. Econ. Stat., Nov. 1954. Pp. 30. 

Papi, G. U. Eine Theorie der wirtschaftlichen Entwicklung riicksténdiger Linder. Zeitschr. 
f. Nationalékon., Sept. 1954. Pp. 37. 

Purprs, C. G. Pareto and Walras on production. Metroeconomica, Apr. 1954. Pp. 8. 

Potaxorr, M. E. Some critical observations on the major Keynesian building blocks. So. 
Econ. Jour., Oct. 1954. Pp. 11. 

SacororFr, S. Die energetische Betrachtung des wirtschaftlichen Geschehens. Schmollers 
Jahrb., 1954, LX XIV (5). Pp. 14. 

Suusrk, M. Information, risk, ignorance and indeterminacy. Quart. Jour. Econ., Nov. 
1954. Pp. 12. 

SpENGLER, J. J. Richard Cantillon: first of the moderns. II. Jour. Pol. Econ., Oct. 1954. Pp. 19. 

TINBERGEN, J. Sulla teoria della politica economica. L’industria, 1954, No. 3. Pp. 21. 

Trntner, G. Ein Beitrag cur nicht-statischen Werttheorie. Zeitschr. f. Nationalékon., Sept. 
1954. Pp. 8. 

VAN DER VELDEN, P. L. Marktvorming en geisoleerde handel. De Economist, Oct. 1954. 
Pp. 20. 

Vittey, D. L’économie de marché devant la pensée catholique. Rev. d’Econ. Pol., Nov.- 
Dec. 1954. Pp. 48. 

Viner, J. Schumpeter’s History of Economic Analysis: a review article. Am. Econ. Rev., 
Dec. 1954. Pp. 17. 

von Merinc, O. Wirtschaftspolitische Ideale und nationalékonomische Theorie. Zeitschr. 
f. die Ges. Staatswiss., 1954, CX (4). Pp. 11. 

Warp, R. J. Welfare economics, planning and the individual. Rev. Soc. Econ., Sept. 1954. 
Pp. 13. 

Weser, M. Volkswirtschaftliche Probleme der Produktivitat und der Lohnpolitik. Sweiz. 
Zeitschr. f. Volkswirtschaft und Stat., Sept. 1954. Pp. 23. 

WeINBERGER, O. Riflessioni in occasione della ristampa degli “scritti teorici’” de Vilfredo 
Pareto. Giorn. d. Econ., July-Aug. 1954. Pp. 21. 

Warttn, T. M. and Peston, M. H. Random variations, risk, and returns to scale. Quart. 
Jour. Econ., Nov. 1954. Pp. 10. 

Wirte, E. E. Institutional economics as seen by an institutional economist. So. Econ. Jour., 
Oct. 1954. Pp. 10. 


| 
qt 
{ 
| 
| 


PERIODICALS 237 


Economic History; National Economies; Economic Development 


AuuvaH, S. E. Israéls new economic policy (NEP): the background. Pub. Fin./Fin. 
Publiques, 1954, IX (3). Pp. 38. 

Baster, J. Recent literature on the economic development of backward areas. Quart. Jour. 
Econ., Nov. 1954. Pp. 18. ; 

Buatt, V. V. Employment and capital intensity. Indian Econ. Jour., Oct. 1954. Pp. 13. 

Bottn, S. Tax money and plough money. Scan. Econ. Hist. Rev., 1954. IT (1). Pp. 19. 

Brozen, Y. Business leadership and technological change. Am. Jour. Econ. Soc., Oct. 1954. 
Pp. 18. 

CampBeLt, R. H. Investment in the Scottish pig iron trade 1830-43. Scot. Jour. Pol. Econ., 
Oct. 1954. Pp. 22. 

Copianp, D. The Australian post-war economy. Can. Jour. Econ, Pol. Sci., Nov. 1954. Pp. 
18. 


. Economic expansion and economic control in Australia. India Quart., July-Sept., 
1954. Pp. 14. 

CHanpbier, A. D., Jr. Patterns of American railroad finance, 1830-50. Bus. Hist. Rev., 
Sept. 1954. Pp. 16. 

Davis, K. and Gotpen, H. H. Urbanization and development of pre-industrial areas, with 
comment by A. J. Reiss, Jr. Econ. Develop. and Cult. Change, Oct. 1954. Pp. 24. 

Det Veccuto, G. Osservazioni teoriche sul problema delle “aree depresse.” Giorn. d. Econ., 
July-Aug. 1954. Pp. 8. 

DemariA, G. Saggi di sviluppo industriale pro capite dei paesi Europei, extraeuropei e 
Sovietici nel periodo 1937-1953. Giorn. d. Econ., July-Aug. 1954. Pp. 10. 

DreTerten, P. La relation d’insatisfaction. Econ. Appliquée. Jan.-June 1954. Pp. 44. 

Fercserc, C. G. Persiens dkonomiske og sociale forhold. @kon. og Pol., 1954, XXVIII (1). 
Pp. 23. 

FietsHer, E. W. Transatlantic market for Swedish iron. Scan. Econ. Hist. Rev., 1953, I 
(2). Fp. 

Fiinn, M. Scandinavian iron ore mining and the British steel industry 1870-1914. Scan. 
Econ. Hist. Rev., 1954, II (1). Pp. 16. 

Frus, A. An inquiry into the relations between economic and financial factors in the 
sixteenth and seventeenth centuries. 1. The two crises in the Netherlands in 1557. Scan. 
Econ. Hist. Rev., 1953, I (2). Pp. 23. 

Gisson, J. D. Post-war economic development and policy in Canada. Can. Jour. Econ. 
Pol. Sci., Nov. 1954. Pp. 17. 

Git, K. S. Keynesian economics and underdeveloped countries. Indian Econ. Jour., Oct. 
1954. Pp. 12. 

Hapaxkuk, H. J. The historical experience on the basic conditions of economic progress. 
Indian Econ. Jour., Oct. 1954. Pp. 16. 

Heaton, H. Clio’s new overalls. Can. Jour. Econ. Pol. Sci., Nov. 1954. Pp. 11. 

Hirt, F. L. Growth characteristics of the economy illustrated by the chemical industry. 
Surv. Curr. Bus., Sept. 1954. Pp. 6. 

Janssens, P. Théses marxistes et expérience soviétique (suite). La Vie Econ. et Soc., May 
1954. Pp. 27. 

Kaatxasate, D. R. The multiplier process in developing economies. Indian Econ. Jour., 
Oct. 1954. Pp. 6. 

LERNER, E. M. The monetary and fiscal programs of the Confederate Government, 1861-65. 
Jour. Pol. Econ., Dec. 1954. Pp. 17. 

ManoveL, B. Gompers and business unionism, 1873-90. Bus. Hist. Rev., Sept. 1954. Pp. 12. 

Moore, O. E. Monetary-fiscal policy and economic development in Haiti. Pub. Fin./Fin. 
Publiques, 1954, IX (3). Pp. 24. 


238 THE AMERICAN ECONOMIC REVIEW 


NasmytH, J. Israel’s distorted economy. Middle East Jour., Autumn, 1954. Pp. 12. 
Nove, A. Soviet budgets after Stalin. Rev. Econ. Stat., Nov. 1954. Pp. 10. 
Reppinc, A. D. Comparison of volume and distribution of nonagricultural employment in 
the U.S.S.R., 1928-1955, with the U.S., 1870-1952. Rev. Econ. Stat., Nov. 1954. Pp. 7. 
Ress, F. M. Unternehmungen, Unternehmer und Arbeiter im Eisenerzbergbau und in der 
Eisenverhiittung der Oberpfalz von 1300 bis um 1630. Schmollers Jahrb., 1954, LXXIV 
(5). Pp. 58. 

Rosrnson, E. A. G. The changing structure of the British economy. Econ. Jour., Sept. 
1954. Pp. 19. 

Rosenstern-Ropan, P. N. Les besoins de capitaux dans les pays sousdéveloppés. Econ. 
Appliquée, Jan.-June 1954. Pp. 12. 

TINBERGEN, J. Prognose der niederlindischen Wirtschaftslage fiir das Jahr 1954. Zeitschr. 
f. die Ges. Staatswiss., 1954, CX (4). Pp. 38. 

Toyopa, T. Japanese guilds. Annals Hitotsubashi Acad., Oct. 1954. Pp. 14. 

Winvinc, P. Osteuropas gkonomiske udvikling. Okon. og Pol., 1954, XXVIII (1). Pp. 12. 

Wricut, D. McC. Moral, psychological and political aspects of economic growth. Ekon. 
Tids., Oct. 1954. Pp. 22. 

II secondo “Piano di ammodernamento e attrezzatura” in Francia. Mondo Aperto, Feb. 
1954. Pp. 9. 


Statistics and Econometrics 


Arrow, K. J. Import substitution in Leontief models. Econometrica, Oct. 1954. Pp. 12. 

Barcer, H. and Kretn, L. A quarierly model for the U. S. economy. Jour. Am. Stat. 
Assoc., Sept. 1954. Pp. 25. 

BEHRMANN, H. I. Sampling technique in an economic survey of sugar cane production. So. 
Afr. Jour. Econ., Sept. 1954. Pp. 11. 

BraMBILLA, F. I] modelli esplorativi statistici e le richerche di economia induttiva. Giorn. 
d. Econ., May-June 1954. Pp. 34. 

CureMann, J. S. A note on stability, workability and duality in linear economic models. 
Metroeconomica, Apr. 1954. Pp. 10. 

— L. E. Bias arising in wording consumer questionnaires. Jour. Marketing, Oct. 
1954. Pp. 6. 

Evans, W. D. The effect of structural matrix errors on interindustry relations estimates. 
Econometrica, Oct. 1954. Pp. 20. 

Friscn, R. Some basic principles of price of living measurements (a survey article). 
Econometrica, Oct. 1954. Pp. 15. 

Kisu, L. and Lansrne, J. B. Response errors in estimating value of homes. Jour. Am. 
Stat. Assoc., Sept. 1954. Pp. 19. 

LoMBARDINI, S. In margine al Seminario internazionale di Varenna: osservazioni sullanalisi 
delle interdipendenze strutturali. L’industria, 1954, No. 3. Pp. 36. 

Lypat1, H. F. The methods of the savings survey. Bull. Oxford Univ. Inst. Stat., July-Aug. 
1954. Pp. 48. 

Martinez, J. L. A. Demanda futura de papel y cartén en Espafia (1952-1967). De Eco- 
nomia, May-June 1954. Pp. 35. 

Morcenstern, O. Sperimentazione e calcolo su vasta scala in economica. L’industria, 1954, 
No. 3. Pp. 26. 

Prepett1, A. Talune considerazioni sul modello leontieviano e sulla contabilitd sociale. 
L’industria, 1954, No. 3. Pp. 18. 

Rasmussen, P. N. Input-output Modellens Anvendelsesmuligheder. Nationalgk. Tids., 1954, 
XCII (3-4). Pp. 22. 


| 
¢ 


PERIODICALS 239 


Srong, J. R. N. Linear expenditure systems and demand analysis: an application to the 
pattern of British demand. Econ. Jour., Sept. 1954. Pp. 17. 

Yamapa, I. Maximizing principle and one method of consistent determination of input co- 
efficients of Leontief system. Annals Hitotsubashi Acad., Oct. 1954. Pp. 10. 


National Income and Social Accounting 


Cartrer, A. M. Income shares of upper income groups in Great Britain and the United 
States. Am. Econ. Rev., Dec. 1954. Pp. 9. 

Ducros, B. Les problémes de la comptabilité nationale dans les pays sous-développés. Rev. 
Economique, Sept. 1954. Pp. 21. 

Tsuru, S. On the Soviet concept of national income. Annals Hitotsubashi Acad., Oct. 1954. 
Pp. 13. 

ZwIncLi, U. Ein internationales Scheme fiir volkswirtschaftliche Gesamtrechnungen. 
Schweiz. Zeitschr. f. Volkswirtschaft und Stat., Sept. 1954. Pp. 19. 


Business Fluctuations; Prices 

AKERMANN, J. Le principe de dualisme appliqué aux problémes de croissance et de cycles. 
Econ. Appliquée, Jan.-June 1954. Pp. 16. 

Bayer, H. Dynamique économique et stabilisation économique. Econ. Appliquée, Jan.-June 
1954. Pp. 16. 

BECKERMAN, W. The recent United States recession and the strength of primary prices. Bull. 
Oxford Univ. Inst. Stat., July-Aug. 1954. Pp. 8. 

Biytu, C. A. The 1948-49 American recession. Econ. Jour., Sept. 1954. Pp. 25. 

Bruce, C. and Grss, E. B. The United States recessions of 1948-9 and 1953-4. Bull. Ox- 
ford Univ. Inst. Stat., July~-Aug. 1954. Pp. 12. 

Burck, G. and Parker, S. S. The mighty multiplier. Fortune, Oct. 1954. Pp. 5. 

Grpaver, W. Vorschlage des amerikanischen Unternehmertums zur Verhiitung einer Wirt- 
schaftskrise. Europa Archiv, Sept. 20, 1954. Pp. 8. 

Goopwin, R. M. Le probléme de la tendance et du cycle. Econ. Appliquée, Jan.-June 1954. 
Pp. 12. 

Grasst, V. E. La congiuntura negli Stati Uniti a meta 1954 e Vandamento della “recessione.” 
II Risparmio, Aug. 1954. Pp. 24. 

Guirton, H. Oscillation et croissance. Econ. Appliquée, Jan.-June 1954. Pp. 29. 

Hamperc, D. Steady growth and theories of cyclical crisis (Part 1). Metroeconomica, Apr. 
1954. Pp. 20. 

. Steady growth and theories of cyclical crisis (Part Il). Metroeconomica, Aug. 
1954. Pp, 14. 

Hamitton, D. Keynes, cooperation, and economic stability. Am. Jour. Econ. Soc., Oct. 
1954. Pp. 12. 

Jour, W. A. Le réle des facteurs psychologiques dans l’explication des fluctuations écono- 
miques et de leurs irrégularités. Econ. Appliquée, Jan.-June 1954. Pp. 18. 

Katpor, N. Relations entre la croissance économique et les fluctuations cycliques, with 
appendix. Econ. Appliquée, Jan.-June 1954. Pp. 26. 

Levitt, T. Investment, depression, and the assurance of prosperity. Jour. Fin., Sept. 1954. 
Pp. 17. 

Marcus, E. Countercyclical weapons for the open economy. Jour. Pol. Econ., Dec. 1954. 
Pp. 15. 

Rosen, S. The post-world war II economic forecasts. Deleware Notes, Twenty-seventh Ser., 
1954. Pp. 34. 


240 THE AMERICAN ECONOMIC REVIEW 


SAMUELSON, P. Stabilizzatori insiti e stabilizzatori inseribili nell odierna economia americana. 
Mondo Aperto, Feb. 1954. Pp. 5. 

Smer, N. J. Rigid prices, the inflationary bias and the goal of economic policy. Rev. 
Soc. Econ., Sept. 1954. Pp. 12. 

Straver, P. J. Full employment—1954 model: a review article. Am. Econ. Rev., Dec. 
1954. Pp. 10. 

Wacner, V. F. Sparen und Vollbeschaftigung. Zeitschr. f. Nationalékon., Sept. 1954. Pp. 21. 


Money and Banking; Short-Term Credit; Consumer Finance 


Amonn, A. Dié neuere Entwicklung des Geldwesens und der Geldtheorie. Zeitschr. f. Na- 
tionalékon., Sept. 1954. Pp. 21. 

Crosara, A. A. Zur Definition von Inflation und Deflation auf den Markten bei entwickel- 
tem Kredit. Zeitschr. f. Nationalékon., Sept. 1954. Pp. 11. 

Dettvanis, D. J. Les buts de la politique monétaire depuis la suspension de l’étalon-or. Rev. 
d’Econ. Pol., Nov.-Dec. 1954. Pp. 11. 

pe Roos, F. Monetaire politiek als middel van economische politiek. De Economist, Sept. 
1954. Pp. 23. 

pE Roover, R. New interpretations of the history of banking. Jour. World Hist., 1954, 
IE (1). Pp. 39. 

Extapes E. Ap. Stabilization of the Greek economy and the 1953 devaluation of the 
drachma., Internat. Mon. Fund Staff Papers, Sept. 1954. Pp. 51. 

Hart, A. G. L’étalon monétaire et la stabilisation économique. Econ. Appliquée, Jan.-June 
1954. Pp. 28. 

Heuser, H. K. Recent financial changes in Western Germany. Fed. Res. Bull., Oct. 1954. 
Pp. 10. 

Kann, R. F. Some notes on liquidity preference. Man. School Econ. Soc. Stud., Sept. 
1954. Pp. 29. 

Latané, H. A. Cash balances and the interest rate—a pragmatic approach. Rev. Econ. 
Stat., Nov. 1954. Pp. 5. 

Muetter, F. W. On raising the price of gold—an American viewpoint. So. Afr. Jour. Econ., 
Sept. 1954. Pp. 24. 

Patet, I. G. Selective credit controls in underdeveloped economies. Internat. Mon. Fund 
Staff Papers, Sept. 1954. Pp.12. 

TaBaTont, P. Notes sur la politique monétaire de stabilisation aux Etats-Unis depuis 1950. 
Rev. Economique, Sept. 1954. Pp. 16. 

Tamacna, F. M. and Garser, M. The private demand for gold, 1931-53. Fed. Res. Bull., 
Sept. 1954. Pp. 10. 

“nae H. W. Developments in savings and loan associations 1945-53. Jour. Fin., Sept. 
1954, Pp. 15. 

Wiynuotps, H. W. J. Velocity of circulation, money stock and money possession. So. Afr: 
Jour. Econ., Sept. 1954. Pp. 15. 

Consumer installment credit. Fed. Res. Bull., Sept. 1954. Pp. 6. 


Business Finance; Investments and Security Markets; Insurance 
Bamsa, K. Commercial law provisions and accounting for capital stock. Annals Hitotsubashi 
Acad., Oct. 1954. Pp. 12. 
Latane, H. A. Price changes in equity securities. Jour. Fin., Sept. 1954. Pp. 13. 


North, D. C. Life insurance and investment banking at the time of the Armstrong Investi- 
gation of 1905-1906. Jour. Econ. Hist., Summer 1954. Pp. 20. 


PERIODICALS 241 


Wittrams, C. A., Jr. An analysis of current experience and retrospective rating plans. Jour. 

Fin., Dec. 1954. Pp. 35. 
Public Finance 

Austin, M., Surrey, S. S., Warren, W. C., and Wrvoxur, R. M. The International 
Revenue Code of 1954: tax accounting. Harvard Law Rev., Dec. 1954. Pp. 36. 

Brockxiz, M. D. Debt management and economic stabilization. Quart. Jour. Econ., Nov. 
1954. Pp. 16. 

Brown, E. R. and Brown, H. G. Plant location and community tax policy. Am. Jour. 
Econ. Soc., Oct. 1954. Pp. 3. 

Casner, A. J. The Internal Revenue Code of 1954: estate planning. Harvard Law Rev., 
Dec. 1954. Pp. 32. 

Cooke, H. J. and Katzen, M. The public debt limit. Jour. Fin., Sept. 1954. Pp. 6. 

DE CaRBON, L. Signification économique et portée financiére de Vimpét sur le chiffre d’affaires 
en U.R.S.S. Rev. Sci. et Lég. Fin., Oct.-Dec. 1954. Pp. 17. 

Facan, E. D. L’impét sur le revenu net des sociétés et les prix. Rev. Sci. et Lég. Fin., Oct.- 
Dec. 1954. Pp. 13. 

Gu1HENEvF, R. A propos du crédit public. Rev. Sci. et Lég. Fin., Oct.-Dec. 1954. Pp. 27. 

Hamitton, H. D. Commission on intergovernmental relations and grants-in-aid in the 
United States. Pub. Fin., 1954, II. Pp. 28. 

Hansen, B. Ett bidrag till incidensléran. Ekon. Tids., Oct. 1954. Pp. 19. 

Harriss, C. L. Government expenditure: significant issues of definition. Jour. Fin., Dec. 
1954. Pp. 14. 

LavurenBurcER, H. La taxation des plus—values par Vimpét sur le revenu. Rev. de Econ. 
(Uruguay), June-Aug. 1954. Pp. 13. 

Lepuc, M. L’affectation des recettes dans les finances contemporaines. Rev. Sci. et Lég. 
Fin., Oct.-Dec. 1954. Pp. 42. 

Mactit, R. and pe Kosmian, H. W. The Internal Revenue Code of 1954: income, deduc- 
tions, gains and losses. Harvard Law Rev., Dec. 1954. Pp. 21. 

Mason, M. Fonds de régularisation des budgets et fonds d’égalisation des changes. Pub. 
Fin./Fin. Publiques, 1954, IX (3). Pp. 12. 

Mrter, P. Capital gains taxation of the fruits of personal effort: before and under the 
1954 code. Yale Law Jour., Nov. 1954. Pp. 84. 

Neumark, F. Probleme der deutschen Steuerreform. Jahrb. f. Nationalék. und Stat., Oct. 
1954. Pp. 30. 

OsBorNnE, H. D. and Gorman, J. A. Private and public debt in 1953. Surv. Curr. Bus., 
Oct. 1954. Pp. 7. 

Puitir, K. En Sammenligning Mellem Skatteskalaer I Nogle Lande. Nationalpk. Tids., 
1954, XCII (3-4). Pp. 3. 

Samuetson, P. A. The pure theory of public expenditure. Rev. Econ. Stat., Nov. 1954. 
Pp. 3. 

SteFani, G. Les dépenses publiques comme sources de recettes fiscales: Questions de 
méthode. Rev. Sci. et Lég. Fin., Oct.-Dec. 1954. Pp. 15. 

TaBATONI, P. L’imposition des gains de capital et ses conséquences économiques. Rev. Sci. 
et Lég. Fin., Oct.-Dec. 1954. Pp. 23. 

Internal revenue code 1954. Jour. Accountancy, Sept. 1954. Pp. 93. 


International Economics 


Axamatsu, K. The essentials of dumping and unfair competition with reference to the 
Japanese export situation. Annals Hitotsubashi Acad., Oct. 1954. Pp. 15. 


242 THE AMERICAN ECONOMIC REVIEW 


Ames, E. International trade without markets—the Soviet bloc case. Am. Econ. Rev., Dec. 
1954. Pp. 17. 

Arnot, H. W. A suggestion for simplifying the theory of international capital movements, 
Econ. Internaz., Aug. 1954. Pp. 13. 

Bareavu, P. Convertibility and the outer sterling area: twin problems of trade and pay- 
ments. N.B.I. Rev. (India), Oct. 1954. Pp. 9. 

Bauer, P. T. Origins of the statutory export monopolies of British West Africa. Bus. Hist. 
Rev., Sept. 1954. Pp. 17. 

Bots, J. J. The Soviet system of foreign trade. Rev. Soc. Econ., Sept. 1954. Pp. 12. 

Bourque, P. J. The domestic importance of foreign trade of the United States, by produc- 
ing regions, manufacturing sector, 1947. Rev. Econ. Stat., Nov. 1954, Pp. 8. 

BreEpvELD, D. C. Enige beschouwingen over de recente ontwikkelingen in de Europese 
Betalingsunie, 1. De Economist, Oct. 1954. Pp. 21. 

Canina, A. G. Problémes monétaires internationaux d’aujourd’ hui et de demain. Econ. 
Internaz., Aug. 1954. Pp. 26. 

Carut, G. Il reinserimento dell’ltalia nel mercato internazionale. Il Risparmio, Sept. 1954. 
Pp. 37. 

Das Gupta, A. K. India’s foreign economic policy. India Quart., July-Sept. 1954. Pp. 10. 

vE Looprer, J. H. C. Recent Latin American experience with bilateral trade and payments 
agreements. Internat. Mon. Fund Staff Papers, Sept. 1954. Pp. 28. 

Devons, E. Statistics of United Kingdom terms of trade. Man. School Econ. Soc. Stud., 
Sept. 1954. Pp. 18. 

Horrman, M. L. The future of GATT. Lloyds Bank Rev., Oct. 1954. Pp. 13. 

Jacossson, P. Stable or fluctuating exchange rates? Skandinav. Bank Quart. Rev., Oct. 
1954. Pp. 5. 

Jounson, H. G. Increasing productivity, income-price trends and the trade balance. Econ. 
Jour., Sept. 1954. Pp. 24. 

Katryarvi, T. V. Foreign economic policy and the national security. Dept. State Bull., Sept. 
20, 1954. Pp. 9. 

Ke.ty, T. H. The transition to customs union in Southern Africa. So. Afr. Jour. Econ., 
Sept. 1954. Pp. 14. 

Kerser, E. S. Foreign grants and credits U.S. government, fiscal 1954. Surv. Curr. Bus., 
Oct. 1954. Pp. 7. 

Knorr, K. Market instability and United States policy. Jour. Pol. Econ., Oct. 1954. Pp. 15. 

LepvererR, W. and BrapsHaw, M. T. International trade and domestic business. Surv. Curr. 
Bus., Sept. 1954. Pp. 8. 

LunpBerG, E, The dilemma of exchange rate policy. Skandinav. Bank Quart. Rev., Oct. 
1954. Pp. 7. 

Macuuvp, F. Dollar shortage and disparities in the growth of productivity. Scot. Jour. Pol. 
Econ., Oct. 1954. Pp. 18. 

Menta, F, A. Possibilities of economic integration between India and Southeast Asia. Indian 
Econ. Jour., Oct. 1954. Pp. 9. 

MisHan, E. J. Can the United States contribute further toward international solvency? 
Rev. Econ. Stat., Nov. 1954. Pp. 8. 

Momrtcuitorr, N. I. Schachtian mercantilism. Jour. Indus. Econ., Aug. 1954. Pp. 9. 

Morin, C. Les relations économiques du Canada, Hermés, Oct. 1954. Pp. 36. 

Pizer, S. and Cutter, F. Foreign investments and income. Surv. Curr. Bus., Nov. 1954. 
Pp. 11. 

Sparounts, A. J. The economy of the Marshall Plan and of the Mutual Security Program. 
Rev. de la Faculté des Sciences Economiques de l’Université d’Istanbul, 1953, XTI (3-4). 
Pp. 38. 


PERIODICALS 243 


. Project of a Turkish-Hellenic customs and economic union. Rev. de la Faculté des 
Sciences Economiques de l’Université d’Istanbul, 1954, XIII (1-4). Pp. 75. 

SmitH, W. L. Effects of exchange rate adjustments on the standard of living. Am. Econ. 
Rev., Dec. 1954. Pp. 18. 

SweEEnNEY, T. D. Short-range forecasting of U.S. imports. Internat. Mon. Fund Staff Papers, 
Sept. 1954. Pp. 21. 

SwERLinc, B. C. The International Sugar Agreement of 1953. Am. Econ. Rev., Dec. 1954. 
Pp. 17. 

TAGLIACARNE, G. Monetary and consumption indices in international comparisons. Rev. 
Econ. Conditions in Italy, Nov. 1954. Pp. 7. 

Tsrano, S. C. The economics of foreign exchange retention schemes. (1) Partial devaluation 
aspect. Econ. Internaz., Aug. 1954. Pp. 32. 

Werner, M. L. and Datra-Cuiesa, R. International movements of public long-term capital 
and grants, 1946-50. Internat. Mon. Fund Staff Papers, Sept. 1954. Pp. 65. 

WEMELSFELDER, J. Some problems connected with the establishment of a common market 
in Schuman Europe. Econ. Internaz., Aug. 1954. Pp. 33. 

Business Administration 

Atten, G. R. and RutHerrorp, M. E .E. Fruit and vegetable prices in a large city. Jour. 
Indus. Econ., Aug. 1954. Pp. 5. 

BLacKWELL, R. The pricing of books. Jour. Indus. Econ., Aug. 1954, Pp. 9. 

Brozen, Y. Determinants of entrepreneurial ability. Soc. Research, Autumn 1954. Pp. 26. 

Cowen, A. H. Revenue Act of 1954—significant accounting changes. Accounting Rev., Oct. 
1954. Pp. 9. 

Daenzer, W. F. Betriebliche Probleme der Produktivitét. Schweiz. Zeitschr. f. Volkswirt- 
schaft und Stat., Sept. 1954. Pp. 6. 

Erickson, L. and Sprvacx, M. The costing of unfinished joint products. N.A.C.A. Bull., 
Dec. 1954, Pp. 8. 

GEERTMAN, J. A. and GeertMman, G. La théorie du point-mort appliquée au commerce de 
détail. Annales de Sci. Econ. Appliquées, Oct. 1954. Pp. 33. 

Huts, G. S. The law of accounting. Reprinted from Columbia Law Rev., Jan. and Nov. 
1954. Pp. 111. 

Hussanp, G. R. The entity concept in accounting. Accounting Rev., Oct. 1954. Pp. 12. 

Pirta, J. M. F. Premisas para la elaboracién de una teoria genuinamente econdémica del 
balance. De Economia, May-June 1954. Pp. 17. 

Weston, J. F. The finance function. Jour. Fin., Sept. 1954. Pp. 18. 

Wrutams, H. O. A hosiery mill compiles “direct” & “full” costs. N.A.C.A. Bull., Oct. 
1954. Pp. 9. 

Zappa, G. La noszione di azienda nell’economia moderna. Il Risparmio, Aug. 1954. Pp. 24. 


Industrial Organization; Public Regulation of Business 
BatxesteIn, G. J. and Vermaas, E. A. V. De ontwikkeling van de publickrechtelijke bed- 
rijfsorganisatie. De Econcmist, Sept. 1954. Pp. 40. 
Bartoon, M. J. Pricing policy in the steel industry. Bus. Hist. Rev., Sept. 1954. Pp. 22. 
CruTcHFiELp, J. A. Retail price policy and administrative price control. Jour. Marketing, 
Oct. 1954. Pp. 12. 
Dean, J. Competition—inside and out. Harvard Bus. Rev., Nov.-Dec. 1954. Pp. 9. 
. G. Problemi economici del controllo degli afftti. Giorn. d. Econ., July-Aug. 1954. 
26. 


244 THE AMERICAN ECONOMIC REVIEW 


Howrey, E. F. Economic evidence in antitrust cases. Jour. Marketing, Oct. 1954. Pp. 6. 

Kramer, R., Durnam, J. A., CAPLAN, B., Letzier, A., ZWERDLING, J., and others. Price 
control in a cold war. Law and Contemp. Problems, Autumn, 1954. Pp. 211. 

Macponatp, D. Product competition in the relevant market under the Sherman act. 
Michigan Law Rev., Nov. 1954. Pp. 21. 

McLgan, J. G. and Haicu, R. W. How business corporations grow. Harvard Bus. Rev., 
Nov.-Dec. 1954. Pp. 13. 

Nutter, G. W. Growth by merger. Jour. Am. Stat. Assoc., Sept. 1954. Pp. 19. 

Paranyare, H. K. Organisation of state enterprises in India. Indian Econ. Jour., Oct. 1954. 
Pp. 11. 

Scuweitzer, A. A critique of countervailing power. Soc. Research, Autumn, 1954. Pp. 33. 

“lea G. A. Resource allocation in mobilization. Curr. Econ. Comment, Aug. 1954. 

. 10. 

Srocxine, G. W. The rule of reason, workable competition, and the legality of trade associa- 

tion activities. Reprint Univ. Chicago Law Rev., Summer 1954. Pp. 108. 


Wess, L. Freedom and the public corporation. Pub. Admin. (Australia), June 1954. Pp. 9. 


Public Utilities; Transportation; Communications 

pe Boer, B. and Bocaarpt, M. Some remarks on nuclear power economics. Jour. Indus. 
Econ., Aug. 1954. Pp. 9. 

Dicsy, S. L. The Natural Gas act. Pub. Utilities Fort., Oct. 14, 1954. Pp. 6. 

Gragser, M. G. The St. Lawrence seaway and power project. Land Econ., Nov. 1954. 
Pp. 12. 

Gover, K. F. and Mirzer, D. N. The outlines of the road goods transport industry. Jour. 
Royal Stat. Soc., i954, CX VII (3). Pp. 34. 

Smytu, H. D. Industrial application of atomic energy. Jour. Bus. Univ. Chicago, Oct. 
1954. Pp. 9. 


Swirt, T. P. What does the new atomic energy law mean? Pub. Utilities Fort., Sept. 16, 
1954. Pp. 14. 

Wetcu, F. X. Administration’s public power policy. Pub. Utilities Fort., Oct. 28, 1954. 
Pp. 12. 


Industry Studies 


Pavart, J.-L. Le développement d’industries de base sur des espaces économiques réduits: 
L’exemple de la sidérurgie autrichienne. Rev. Economique, Sept. 1954. Pp. 19. 


Land Economics; Agricultural Economics; Economic Geography 

Anvrews, R. B. Mechanics of the urban economic base: the problem of base area delimita- 
tion. Land Econ., Nov. 1954. Pp. 11. 

Branot, K. American farm surpluses. Lloyds Bank Rev., Oct. 1954. Pp. 13. 

CrarK, C. World supply and requirements of farm products. Jour. Royal Stat. Soc., 1954, 
CXVII (3). Pp. 34. 

Dunn, E. S., Jr. The equilibrium of land-use patterns in agriculture. So. Econ. Jour., Oct. 
1954. Pp. 15. 


Gresier, L. The flow of funds into new residential construction, 1911-52. Jour. Fin., Dec. 
1954. Pp. 12. 


Heapy, E. O. and pu Torr, S. Marginal resource productivity for agriculture in selected 
areas of South Africa and the United States. Jour. Pol. Econ., Dec. 1954. Pp. 12. 


Hitt, C. Some aspects of industrial location. Jour. Indus. Econ., Aug. 1954. Pp. 9. 


PERIODICALS 245 


Hutcuison, S. B. Fitting big dams into local economies. Land Econ., Nov. 1954. Pp. 4. 

Jones, E. B. Theory of two-price plan for milk. Jour. Farm Econ., Nov. 1954. Pp. 13. 

Korimorcen, W. M, And deliver us from big dams. Land Econ., Nov. 1954. Pp. 14. 

Kristyanson, K. Institutional arrangements in water resource development. Land Econ., 
Nov. 1954. Pp. 16. 


Leven, C. L. An appropriate unit for measuring the urban economic base. Land Econ., 
Nov. 1954. Pp. 3. 


Lone, E. J. and Dorner, P. Excess farm population and the loss of agricultural capital. 
Land Econ., Nov. 1954. Pp. 6. 


Merenoi, A. Great Italian land reclamation works: the Apulian “Tavoliere.” Rev. Econ. 
Conditions in Italy, Sept. 1954. Pp. 9. 


Scutetincer, E. F. Race and residential market values in Chicago. Land Econ., Nov. 1954. 
Pp. 8. 

Scott, A. Conservation policy and capital theory. Can. Jour. Econ. Pol. Sci., Nov. 1954. 
Pp. 10. 


Smirn, H. R. The farmer and the tariff: a reappraisal. So. Econ. Jour., Oct. 1954. Pp. 14. 


Smitu, M. M. Monthly cost of owning and renting new housing, 1949-50. Mo. Lab. Rev., 
Sept. 1954. Pp. 6. 

Snyper, J. H. Economics of ground-water mining. Jour. Farm Econ., Nov. 1954. Pp. 11. 

VERMEER, J. Effects of prices, inputs and efficiency in farm incomes. Jour. Farm Econ., 
Nov. 1954. Pp. 10. 


Wuts, J. E. Industrial management techniques in agriculture. Jour. Farm Econ., Nov. 1954. 
Pp. 10. 


Wirt, L. International programs and agricultural policy. So. Econ. Jour., Oct. 1954. Pp. 7. 


Industrial Marketing Committee Review Board, Fundamental differences between industrial 
and consumer marketing. Jour. Marketing, Oct. 1954. Pp. 7. 


Labor 


Aopicks, I. S. New federal laws affecting labor. Mo. Lab. Rev., Oct. 1954. Pp. 7. 

BackMAN, J. Wage-productivity comparisons. Indus. Lab. Rel. Rev., Oct. 1954. Pp. 9. 

Betrer, N. Section work in the women’s garment industry. So. Econ. Jour., Oct. 1954. 
Pp. 13. 

Burns, R. K. The comparative economic position of manual and white-collar employees. 
Jour. Bus. Univ. Chicago, Oct. 1954. Pp. 11. 

Cartton, F. T. Labor policy for economic stability. Am. Jour. Econ. Soc., Oct. 1954. 
Pp. 4. 

Crark, M. G. Governmental restrictions on labor mobility in Italy. Indus. Lab. Rel. Rev., 
Oct. 1954. Pp. 16. 

Coox, V. G. State cooperation in enforcement of the federal Wage-Hour Law. Am. Pol. 
Sci. Rev., Sept. 1954. Pp. 17. 

Davin, L. M. and Benny, R. W. Salaries of women in office work, 1949 to 1954. Mo. Lab. 
Rev., Sept. 1954. Pp. 5. 

Dean, L. R. Social integration, attitudes, and union activity. Indus. Lab. Rel. Rev., Oct. 
1954. Pp. 11. 

Dut, M., Jr. The Christian trade unions during the last years of Imperial Germany and 
the first months of the Weimar Republic. Rev. Soc. Econ., Sept. 1954. Pp. 11. 


Gasser, C. Bemerkungen zum Problem der Produktivitét und der Lohnpolitik. Schweiz. 
Zeitschr. f. Volkswirtschaft und Stat., Sept. 1954. Pp. 8. 


246 THE AMERICAN ECONOMIC REVIEW 


Gotpste1n, B. Unions and the professional employee. Jour. Bus. Univ. Chicago, Oct. 1954. 
Pp. 9. 

Grosscumip, G. B. Pesch’s concept of the living wage in Quadragesimo Anno. Rev. Soc. 
Econ., Sept. 1954. Pp. 9. 

Hatiswortn, J. A. Freedom of association and industrial relations in the countries of the 
Near and Middle East: I. Internat. Lab. Rev., Nov. 1954. Pp. 22. 

Harsison, F. H. and Spencer, R. C. The politics of collective bargaining: the postwar 
record in steel. Am. Pol. Sci. Rev., Sept. 1954. Pp. 16. 

Henninc, D. A. Wage stabilization, 1950-53: an evaluation. Curr. Econ. Comment (Univ. 
of Ill.), Aug. 1954. Pp. 15. 

Herrnstapt, I. L. The reaction of three local unions to economic adversity. Jour. Pol. 
Econ., Oct. 1954. Pp. 15. 

KANNINEN, T. P. Wage difference among labor markets, 1953-54. Mo. Lab. Rev., Oct. 1954. 
Pp. 7. 

Kerr, C. Industrial conflict and its mediation. Am. Jour. Soc., Nov. 1954. Pp. 16. 

——. The trade union movement and the redistribution of power in postwar Germany. 
Quart. Jour. Econ., Nov. 1954. Pp. 30. 

Knowtes, K. G. J. C. “Strike-proneness” and its determinants. Am. Jour. Soc., Nov. 1954. 
Pp. 17. 

Kramer, G. B. and Biuesrone, A. Factory employment of women, 1950 to 1954. Mo. Lab. 
Rev., Nov. 1954. Pp. 4. 

Lesercott, S. Measuring unemployment. Rev. Econ. Stat., Nov. 1954. Pp. 11. 

McCarrree, K. M. Trends in bargaining in the northwest construction industry. Mo. Lab. 
Rev., Nov. 1954. Pp. 6. 

Morris, J. A. Maintaining employment in the iron and steel industry. Internat. Lab. Rev., 
Nov. 1954. Pp. 16. 

NorpMann, R. C. La politica de salarios y la economia nacional. De Economia, May-June 
1954. Pp. 47. 

OstatH, A. The problem of surplus manpower in Europe. Internat. Lab. Rev., Sept.-Oct. 
1954. Pp. 22. 

ory M. E. Changes in women’s occupations, 1940-1950. Mo. Lab. Rev., Nov. 1954. 

Roy, D. Efficiency and “Tke Fix”: informal intergroup relations in a piecework machine 
shop. Am. Jour. Soc., Nov. 1954. Pp. 12. 

Saposs, ma J. Current trade-union movements of western Europe. Soc. Research, Autumn, 
1954. Pp. 17. 

. Voluntarism in the American labor movement. Mo. Lab. Rev., Sept. 1954. Pp. 5. 

Savitte, L. Earnings of skilled and unskilled workers in New England and the South. 
Jour. Pol. Econ., Oct. 1954. Pp. 16. 

Scicrrano, R. G. Trade-unionism and the industrial foreman. Jour. Bus. Univ. Chicago, 
Oct. 1954. Pp. 8. 

Sgastone, D. A. The status of guaranteed wages and employment in collective bargaining. 
Am. Econ. Rev., Dec. 1954. Pp. 6. 

wenn B. The growth of the white-collar work force. Jour. Bus. Univ. Chicago, Oct. 
1954. Pp. 8. 

Spretmans, J. V. When stoppages are prohibited. Indus. Lab. Rel. Rev., Oct. 1954. Pp. 10. 

Waters, E. Unionization of office employees. Jour. Bus. Univ. Chicago, Oct. 1954. Pp. 8. 

ZunvEL, R. G. Conflict and cooperation among retail unions. Jour. Bus. Univ. Chicago, 
Oct. 1954. Pp. 11. 


PERIODICALS 247 


The development of the chemical industries and the qualifications of the employees. Internat. 
Lab. Rev., Nov. 1954. Pp. 17. 


Population; Social Welfare and Living Standards 


Anprews, W. H. and Miter, T. A. Unemployment benefits, experience rating, and em- 
ployment stability. Nat. Tax Jour., Sept. 1954. Pp. 17. 

Brown, J. A. C. The consumption of food in relation to household composition and in- 
come. Econometrica, Oct. 1954. Pp. 17. 

Conen, W. J. and others. Social security act amendments of 1954: a summary and legisla- 
tive history. Soc. Sec. Bull., Sept. 1954. Pp. 16. 

Detx’Amore, G. La formaszione del risparmio nelle attuali condizioni della vita sociale. 
Il Risparmio, Sept. 1954. Pp. 25. 

Esmonin, E. Quelques données inédites sur Vauban et les premiers recensements de popu- 
lation. Population, July-Sept. 1954. Pp. 6. 

Ferser, R. The role of planning in consumer purchases of durable goods. Am, Econ. Rev., 
Dec. 1954. Pp. 21. 

Harris, S. E. What every economist should know about health and medicine: comment, 
with a reply by E. Ginzberg. Am. Econ. Rev., Dec. 1954. Pp. 9. 

Howe tt, L. D. Consumer preference and demand research. Jour. Farm. Econ., Nov. 1954. 
Pp. 13. 

Patsu, F. W. and Peacock, A. T. The economics of pension funds. Lloyds Bank Rev., Oct. 
1954. Pp. 15. 

Rucker, A. W. Economic challenge of longevity. Harvard Bus. Rev., Nov.-Dec. 1954. 
Pp. 9. 

RuweEt, J. Crises démographiques. Problémes économiques ou crises morales? Population, 
July-Sept. 1954. Pp. 26. 

Savvy, A. and Maricnac, G. Du salaire minimal au revenu national, Population, July-Sept. 
1954. Pp. 14. 

Srres, R. V. The beginnings of British legislation for old-age pensions. Jour. Econ. Hist., 
Summer 1954. Pp. 25. 

Urtine, J. E. G. Sample surveys for household income and expenditure information. 
Schweiz. Zeitschr. f. Volkswirtschaft und Stat., Sept. 1954. Pp. 8. 

Van Sycx ie, C. Economic expectations and spending plans of consumers. Rev. Econ. Stat., 
Nov. 1954. Pp. 5. 

von ZwIeDINECK-StpENHorsST, O. Menschenzahl und Menschenschicksal. Prolegomena sur 
Theorie eines Gesetzes abnehmender Wirtschaftsfreiheit. Zeitschr. f. Nationalékon., Sept. 
1954, Pp. 28. 

Westorr, C. F. Differential fertility in the United States: 1900-1952. Am. Soc. Rev., Oct. 
1954. Pp. 13. 

Ware, H. R. Empirical study of the accuracy of selected methods of projecting state popu- 
lations. Jour. Am. Stat. Assoc., Sept. 1954. Pp. 19. 


NOTES 


Edwin G. Nourse has been appointed chairman of the American Economic Association 
nominating committee for the current year. He would appreciate suggestions for officers for 
next year at as early a date as possible. Such suggestions may be addressed to him at 1785 
Massachusetts Avenue, Washington 6, D.C. 


The Johns Hopkins University School of Advanced International Studies in Washington, 
D.C. has opened an overseas branch in Bologna, Italy, to be known as the Bologna Center 
of the School of Advanced International Studies of The Johns Hopkins Uiiiversity. C. Grove 
Haines, professor of diplomatic history, will direct the Center and John A. Loftus will be 
professor of international economics. Scholars from France, Italy, Germany and Austria 
will make up the teaching staff. The student body will be divided equally among Americans 
and Europeans. The new Center will provide opportunity for qualifying American graduate 
students to do graduate study or field research on the four countries of Western Europe— 
France, Germany, Austria and Italy. 


Among recent American Assembly publications of interest to economists are: Inflation— 
its Causes, Consequences, and Cures, based on research-background papers of the Second 
American Assembly, May 1952; Economic Security for Americans, background-research 
papers and final report of participants in the May 1953 Assembly; and a Teacher’s Manual 
on Economic Security, prepared with the Joint Committee on Economic Education with 
the support of the Committee for Economic Development and Ford Foundation for the 
teaching of economic security problems in grade and high schools. Individual copies of 
these publications will be furnished on request to J. H. Chamberlin, Educational Director, 
The American Assembly, Graduate School of Business, Columbia University, New York 
27, N.Y. 


Deaths 


Stuart Daggett, Flood Professor of Transportation, emeritus, University of California, 
Berkeley, died December 22, 1954. 

Montfort Jones, professor of finance in the School of Business Administration of the 
University of Pittsburgh. Date of death not reported. 

David McCahan, professor of insurance in the Wharton School of Finance and Commerce 
and president of the American College of Life Underwriters, died June 28, 1954. 

J. Melbourne Shortliffe, chairman of the department of economics, Colgate University, 
prior to retirement in 1947, died December 13, 1954. 

G. O. Virtue, professor of economics, emeritus, College of Business Administration, Uni- 
versity of Nebraska, died September 9, 1954. 


Appointments and Resignations 


Theodore Allison has been promoted to chief of the Section of Agreement Records and 
Analysis in the Wages and Industrial Relations Division of the Bureau of Labor Statistics. 

C. Canby Balderston has resigned as dean of the Wharton School of Finance and Com- 
merce to become a member of the Board of Governors of the Federal Reserve System. 

George B. Baldwin has been appointed executive assistant to the director of the Center 
for International Studies at Massachusetts Institute of Technology. 


Philip M. Banks has been appointed instructor in economics at the Wharton School of 
Finance and Commerce. 
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Frank Bass has been appointed assistant professor of marketing at the University of 
Texas. 

Philip W. Bell, of Haverford College, lectured at the Salzburg Seminar in American 
Studies in the winter term. 

Sterie T. Beza has accepted an appointment as instructor in economics at Princeton 
University for the year 1955-56. 

Robert C. Bingham has been appointed instructor in business organization and manage- 
ment and economics in the College of Business Administration, University of Nebraska, 

James C. D. Blaine has been promoted to professor of transportation at the University of 
North Carolina. 

Arthur I. Bloomfield, of the Federal Reserve Bank of New York, spent the last three 
months of 1954 in Indochina on behalf of the Foreign Operations Administration. He also 
served as U.S. delegate at a meeting of an ECAFE Working Party on financial aspects of 
economic development. 

Roy Blough, who has been principal director of the department of economic affairs of 
the United Nations, has been named professor of international business at the Columbia 
University Graduate School of Business, effective July 1955. He will develop a new 
graduate study program encompassing international business activities. 

Joseph H. Bonneville, professor emeritus of New York University, is visiting professor 
of finance in the School of Business Administration, University of California at Los Angeles, 
in the current semester. 

Philip J. Bourque, formerly at the Wharton School of Finance and Commerce, has been 
appointed instructor in economics at Muhlenberg College. 

Ivor I. Bowen, of the University of Hull, England, is teaching at the University of 
California, Berkeley in the current semester. 

Raymond T. Bowman and William E. Warrington have been elected chairman and 
secretary, respectively, of the Graduate Group in Economics in the Graduate School of 
Arts and Sciences, University of Pennsylvania. 

Michael Brank, formerly of the University of New Mexico, has been named head of the 
department of business administration at Quinnipiac College. 

Phillips H. Brown, of the University of Missouri, has been appointed assistant professor 
of economics in the College of Business Administration of the University of Arkansas. 

Yale Brozen has resumed duties at Northwestern University after spending the past year 
as visiting professor of economics at the Escola de Sociologia e Politica, Sao Paulo, Brazil 
and at the Fundacao Getulio Vargas, Rio de Janeiro. 

Thomas A. Budd has been named acting dean of the Wharton School of Finance and 
Commerce. 

George Budzeika has been appointed instructor at Manhattan College. 

Eugene W. Burgess was visiting professor of industrial relations at Massachusetts Institute 
of Technology during the fall term 1954-55. 

John M. Chapman, professor of banking, will retire from the Graduate School of Business, 
Columbia University, in June 1955. 

Hollis B. Chenery, on leave of absence from Stanford University, is now in Pakistan 
with the Mission to Pakistan on Economic Development sponsored by the Ford Founda- 
tion and will then go to Italy with the Society for the Development of Southern Italy. 

T. Hillard Cox, formerly of the Department of Labor, has been appointed lecturer in 
industry and will serve as management specialist assigned to the Wharton School of 
Finance and Commerce project at the University of Karachi. 

C. M. Crawford has resigned from the University of Florida to accept a position with 
Mead Johnson & Company in Evanston, Illinois. 


Ben T. Curry has been appointed assistant professor of economics at Stetson University. 
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H. Robert Dodge has been appointed instructor in business organization and management 
in the College of Business Administration of the University of Nebraska. 

Louis A. Dow has been appointed assistant professor of economics in the College of 
Business Administration of the University of Arkansas. 

W. T. Easterbrook, of the University of Toronto, has been appointed Pitt Professor of 
American History and Institutions at Cambridge University for the session 1955-56. 

Seneca Eldredge has been appointed instructor in economics in the College of Business 
Administration of the University of Nebraska. 

C. W. Emory has resigned from the University of Florida to accept a position at Wash- 
ington University, St. Louis, Missouri. 

R. F. Ericson has been appointed director of the Executive Development Program at 
Stetson University. 

William J. Fellner has been appointed Seymour H. Knox Professor of Economics at Yale 
University. 

Rendigs Fels will be on leave from Vanderbilt University during the spring quarter to 
be visiting professor of economics at Stanford University. 

Robert H. Ferguson, of the New York State School of Industrial and Labor Relations, 
lectured at the Salzburg Seminar in American Studies in the summer of 1954. 

Michael T. Florinsky has been promoted to associate professor of economics at Columbia 
University. 

Rev. Patrick W. Gearty, formerly of the College of St. Thomas, has joined the staff of 
the Graduate School of Social Science, The Catholic University of America. 

Amor Gosfield, formerly of the Wharton School of Finance and Commerce, has been ap- 
pointed associate professor in the School of Business Administration of Duquesne Uni- 
versity. 

William M. Goulding has been appointed instructor in economics in the School of 
Business Administration, University of Pittsburgh. 

Paul V. Grambsch has been named associate dean of the School of Business Administra- 
tion, Tulane University. 

Arthur I. Grant, formerly of the Wharton School of Finance and Commerce, has been 
appointed assistant professor of economics at Rhode Island University. 

Paul E. Green has been appointed instructor in economic and social statistics in the 
Wharton School of Finance and Commerce. 

J. H. Habakkuk, Chichele Professor of Economic History, University of Oxford, England, 
will teach at the University of California, Berkeley, in the summer session. 

Donald Hage has resigned from the University of Illinois to become associate professor 
of marketing at the University of North Dakota. 

Donald M. Halley, who has been on leave serving as visiting professor and advisor to 
the University of the Philippines, has returned to his post as professor of finance and 
administration at Tulane University. 

Daniel Hamberg, of the University of Maryland, participated in a Conference on Eco- 
nomic Development of Underdeveloped Areas held in Milan, Italy, in October 1954. 


Richard S. Harnsberger has been appointed instructor in business law in the College of 
Business Administration of the University of Nebraska. 


C. Lowell Harriss, of Columbia University, is serving as consultant to the New York 
Commission on the Fiscal Affairs of State Government. 


Bert G. Hickman is on leave from Northwestern University this year to serve on the 
staff of the Council of Economic Advisers. 


Walter E. Hoadley, Jr., has been elected treasurer of the Armstrong Cork Company. 
G. Wright Hoffman, of the Wharton School of Finance and Commerce, has been named 


| 
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head of a project to establish an Institute of Public and Business Administration at the 
University of Karachi. 

Edgar M. Hoover is now working for the Office of Population Research, Princeton Uni- 
versity, on a two-year project which the Office is undertaking with the support of the 
International Bank for Reconstruction and Development. Ansley Coale is associated with 
him in the project. 

Louis Hough has resigned from the University of Pittsburgh to become head of the 
department of economics at the University of Toledo. 

Eugene E. Jennings has resigned from the Wharton School of Finance and Commerce to 
accept a position at Michigan State College. 

Keith W. Johnson, formerly analytical statistician in the General Services Administration, 
is now economist with the Pacific Gas and Electric Company, San Francisco. 

Frank L. Keller has been appointed acting director of the Division of Economic and 
Business Research, Tulane University. 

Charles J. Kennedy has been promoted to associate professor of economics in the College 
of Business Administration of the University of Nebraska. 

Fred E. Kindig has been appointed assistant professor of industry in the School of 
Business Administration of the University of Pittsburgh. 

William H. Knoke has been appointed head of the department of marketing in the Col- 
lege of Commerce in the State University of Iowa. 

Henry Krauskopf, formerly of Muhlenberg College, has been appointed assistant pro- 
fessor at Quinnipiac College. 

John P. Lutz, instructor in finance, has been assigned to the University of Karachi project 
of the Wharton School of Finance and Commerce. 

David W. MacEachron has resigned from the Bureau of the Budget to accept a position 
as director of program for the United States Council of the International Chamber of 
Commerce. 

Thomas Mayer has been appointed assistant professor of finance at the University of 
Notre Dame. 

Alvin Mayne has resigned from the Wharton School of Finance and Commerce to become 
economic advisor to the Governor of Puerto Rico. 


Francis B. McCormick has been promoted to assistant professor at Ohio State University. 
Yelson L. McElhatten has been appointed instructor in industry in the Wharton School 
of Finance and Commerce. 


Dan M. McGill, of the Wharton School of Finance and Commerce, has been named 
executive director of the Administrative Board of the S. S. Huebner Foundation for Insur- 
ance Education. 


Thomas P. Melady has accepted a position as a staff officer with the Foreign Operations 
Administration in Washington. 


John B. Minick has been appointed instructor in business organization and management 
in the College of Business Administration at the University of Nebraska. 

Glen H. Mitchell has been appointed assistant professor at Ohio State University, 

William H. Nicholls, who has been on leave as a member of the Council of Economic 
Advisers, has resumed teaching at Vanderbilt University. 

John L. O'Donnell, formerly of Trinity College, Cambridge, and Indiana University, is 
now assistant professor of finance at the University of Notre Dame. 


Henry M. Oliver, Jr., of Indiana University, has accepted a Fulbright lectureship in 
Ceylon for the current academic year. 


Russell O. Olsen has been appointed part-time associate professor in agricultural eco- 
nomics at Ohio State University. 
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Robert Parks has been appointed instructor in finance at the Wharton School of Finance 
and Commerce. 

James M. Parrish has been promoted to assistant professor of economics at the University 
of North Carolina. 

J. E. Pierce has resigned from the University of Florida to accept a position at Southern 
Methodist University. 

A. Warren Pierpont has been promoted to associate professor of business administra- 
tion at the University of North Carolina. 

Wallace C. Peterson has been promoted to assistant professor of economics in the Col- 
lege of Business Administration of the University of Nebraska. 

Gerald A. Pollack has been appointed instructor in economics at Swarthmore College. 

W. M. Pritchett has been promoted from senior agricultural economist to a junior officer 
position of executive assistant at the Federal Reserve Bank of Dallas. 

Howard G. Schaller has been promoted to associate professor of economics at Tulane 
University. 

Edgar T. Shaudys has been appointed assistant professor in the department of agricul- 
tural economics at Ohio State University. 

Steven J. Shaw has joined the faculty of Tulane University as assistant professor of mar- 


Carl S. Shoup has been named executive officer of the department of economics, Colum- 
bia University. 

Abraham J. Siegel has been appointed instructor in the department of economics and 
social science at Massachusetts Institute of Technology. 

Irving A. Sirken has joined the staff of the Program Analysis Office of the National 
Science Foundation. 

Hayden Smith has resigned from the University of California, Davis, to accept a position 
in the general economics department of Standard Oil Company of New Jersey. 

Robert M. Solow has been promoted to associate professor in the department of eco- 
nomics and social scierice, Massachusetts Institute of Technology. 

Miles H. Sonstegaard has been appointed statistician in the Bureau of Business and Eco- 
nomic Research, University of Arkansas. 

Milton H. Spencer, formerly with Armour and Company, has been appointed assistant 
professor at De Paul University. 

Raleigh W. Stone, professor of industrial relations in the School of Business of the 
University of Chicago, will retire in September 1955. 

Charles Stonier has been appointed assistant professor of marketing in the Division of 
Business, Hofstra College. 

James H. Street has been granted a leave of absence from Rutgers University for the 
year beginning March 1955 to serve as visiting professor of economics at the National 
University of Paraguay, Asuncion, under a Smith-Mundt grant. 

Selig Taubenblatt, of the University of Michigan, has been appointed Ford instructor 
in economics at Vassar College for the current academic year. 

William A. Terrill has been promoted to associate professor of accounting at the Univer- 
sity of North Carolina. 

Gerald E. Thompson has been appointed assistant professor of economics in the College 
of Business Administration, University of Nebraska. 

James C. Vadakin has been promoted from assistant professor to associate professor of 
economics at the University of Miami. 

Salvatore Valentino has resigned from the University of Nebraska to accept an appoint- 
ment at Creighton University. 


keting. 
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William J. Vatter, of the School of Business, University of Chicago, has been granted 
a Fulbright professorship to lecture at the University of Melbourne six months, beginning 
June 1955. 

Herbert von Beckerath is leaving Duke University to go te Europe to direct research. 

John T. Walter has been promoted to associate professor of statistics in the University 
of Pittsburgh School of Business Administration. 

Donald A. Watson has been promoted from assistant professor to associate professor of 
economics at Coe College. 

Robert M. Weidenhammer has been appointed professor of finance in the School of 
Business Administration, University of Pittsburgh. 

Ulric Weil has been appointed assistant professor of finance in the Division of Business, 
Hofstra College. 

Robert S. Weinberg has joined the staff of the Division of Industrial Cooperation, 
Massachusetts Institute of Technology, as an operations research analyst. 

Howard C. Williams has been promoted to assistant professor at Ohio State University. 
" Roger Williams has been appointed assistant professor of economics at Baldwin Wallace 

ollege. 

Charles Wolf, Jr.. has accepted an appointment as associate research economist in the 
Institute of East Asiatic Studies and assistant professor of political science at the University 
of California, Berkeley. 

Archibald M. Woodruff has been promoted to director of the Bureau of Business Research 
in the School of Business Administration, University of Pittsburgh. 

Wilferd Wortman has been appointed instructor in business organization and management 
and economics in the College of Business Administration, University of Nebraska. 


VACANCIES AND APPLICATIONS 


The Association is glad to render service to applicants who wish to make known 
their availability for positions in the field of economics and to administrative officers 
of colleges and universities and to others who are seeking to fill vacancies. 

The officers of the Association take no responsibility for making a selection amon 
the applicants or following up the results. The Secretary's Office will merely affor 
a central point for clearing inquiries; and the Review will publish in this section brief 
description of vacancies announced and of applications submitted (with necessary 
editorial changes). Since the Association has no other way of knowing whether or 
not this section is performing a real service, the Secretary would appreciate receiving 
notification of appointments made as a result of these announcements. It is optional 
with those submitting such announcements to lish name and address or to use a 
key number. Deadlines for the four issues of the Review are February 1, May 1, 
August 1, and November 1. 

Communications should be addressed to: The Secretary, American Economic 
Association, Northwestern University, Evanston, Illinois. 


Vacancies 


Economics, real estate, and insurance: Position open in September, 1955, for assistant 
or associate professor of economics. Must be able to teach real estate, insurance, and 
principles of economics. Position is in a small Eastern college specializing in business 
administration. Applicants should have a Ph.D. or an M.A. and the desire to work 
towards the Ph.D. Excellent opportunity for advanced graduate work in nearby 
institutions. P168 
Business statistics: Instructor or assistant professor, Southwestern state university. 
Permanent position to be filled for first semester, 1955-56. Ph.D. preferred but 
master’s degree plus experience will be considerd. Salary $4,200-$5,500 for eleven 
months, depending upon training and experience. Possibility of higher rank and 
salary for outstanding candidate. Part-time teaching and part-time statistician in the 
bureau of business research. P169 


Private and public finance: Ph.D. with emphasis in private and public finance for a 
large coeducational Catholic or in the Midwest, beginning in fall, 1955. 
Prefer man with some institutional and some teaching experience. P170 


Research in economics and investments: Large Eastern company needs a versatile 
research analyst to work on a wide variety of problems in an established economic- 
investment research unit. Requirements: At least the M.A., M.S., or M.B.A., pref- 
erably Ph.D.; good background in economics with specialization in monetary, invest- 
ment, or insurance fields; the ability to write well; age not over 35; good personal 
appearance. This is a research position, but the man must also be able to make a 
favorable impression on our line executives in both written and oral presentations 
of his research findings. P171 


Accounting, statistics, business law: A leading Southern college will have an opening 
in September, 1955, for a young man with, or close to, Ph.D., to handle courses in 
accounting, statistics, and business law. Salary and rank depend upon training and 
experience. P172 


International travel opportunity: The Council on Student Travel invites applications 
for short-term employment as educational directors on trans-Atlantic ships. Required: 
educators from the following fields: cultural anthropology, art history, international 
relations and economics, group work, language, philosophy, recreation, sociology. 
Conversational ability in one or more of the following: French, German, Greek, 
Italian. Ability to organize extensive educational program with the help of passenger 
volunteers. From March to December, 1955, the program will be conducted by the 
Council for students, tourists and migrants traveling aboard two large passenger 
ships belonging to one of the major lines. These ships sail regularly from New 
York to European and Mediterranean ports. Job assignments vary from one round-trip 
sailing to periods of 3-5 months. Compensation for these longer periods of service 
will be regular salary. For a single round-trip sailing, full or partial passage, depend- 
ing upon job requirements. All positions allow for time abroad. For further informa- 
tion, application form, write to: Council on Student Travel, (0-1), 179 Broadway, 
New York 7, N.Y. REctor 2-0936. 


Economists Available for Positions 


Industrial surveys, personnel management, market research, international economics: 
Man, 36, Ph.D. Extensive experience with industry, government, advertising, foreign 
intelligence; various teaching positions; publications; ect editorial, public 
relations, and lecturing experience. Several foreign . Presently employed 
in New York City headquarters of an international organization. Interested in more 
responsible position with industrial, commercial company or large university. E450 


Business cycles, economic development, public control, transportation: Man, 35, 
M.A., Ph.D., University of Pennsylvania. Nine years of teaching experience at lead- 
ing institutions; 5 years in industry. Broad familiarity with manufacturing and trans- 
port industries; good publication record. Desires teaching and/or research. E528 


Principles, government and business, government and labor, economic history, 
regional development, comparative economic systeras, labor economics, economic 
theory: Man, 31, married, Ph.D. Four years of teaching and 2 years of research 
experience; publications. Will consider any location but prefers midwest or West 
Coast. Seeks position for June or September, 1955. E535 


Economic principles, labor, economic thought, economic bistory, economic systems, 
corporation finance, marketing, money and banking: Man, A.M., Northwestern Uni- 
versity, Ph.D., Yale University. Fifteen years economics teaching experience; 
government experience as section chief. Research project in economic history com- 
pleted. Available now. E536 


Economic and financial history, economic theory, public finance, money and banking, 

. Now ing at large Eastern university. Interested in ing position or 
perhaps a combination of teaching and some administrative work. E542 


Economic theory and principles, history of thought, public and private finance, and 
other subjects: Man, under 40, single, Ph.D., 1941. Experience in banking, private 
research, consulting, government service. Nineteen years cf highly successful teaching 
at every level from freshman through Ph.D. program, in several types of institution, 
the past 7 years in a large state university, with permanent tenure, Has taught vir- 
tually every field in economics and business curriculum (except accounting and 
statistics), specializing in economic theory the past 7 years. Original contributions in 
scholarly and popular journals and in anthologies, in such diverse fields as economic 
theory, mortgage finance, women’s fashions, and baseball. Pioneering book being 
pees this spring; three other books, including textbook, in advanced stages. 

ho’s Who in the South and Southwest. Seeks better position; minimum rank, full 
professor; minimum salary in South, $7,000 for 9 months, more elsewhere. — 
in 1955. 543 


Economics of the firm, public stilities, principles, value and distribution theory, 
public finance, government and business, business cycles: Man, 33, married; M.A., 
University of Toronto, Ph.D., University of Wisconsin. Teaching since 1945; broad 
occupational experience, vetetan, fellowships, articles in preparation. Desires teach- 
ing or position as economist for large firm. Available in June or September, 1955. 
E544 


Public finance, price theory, national income analysis, social control, money and bank- 
ing, economic principles: Man, 30, married; Ph.D., summer, 1955. Two years of 
experience in a large state university teaching mainly advanced courses; 2 years of 
experience as an economist specializing in the analysis of prices and national income 
for a research division of the federal government. Currently teaching. Desires teach- 
ing and/or research position. E545 


Market and business analysis: Man, 33; B.B.A. and graduate work in economics, in- 
cluding business trends, monetary economics, national incorne analysis, statistics, 
marketing, accounting. Four years of research experience, 3 with major oi] company. 
Statistical sales analysis, sales and population forecasting, area analysis, and product 
studies. Desires southern. California location. E546 


Financial research and analysis, industrial organization and management, market re- 
search and writing, control, budget, economic relations with Near Eastern countries: 
Man, 49, married; European academic background equivalent to M.A. and Ph.D. in 
economics, business engineering and accounting. Twenty-four years of diversified 
experience of which 6 in Switzerland, in banking and investment combined with 
financing of industrial development, control, budget, and economic research; 5 years 
of lecturing; written several books and studies in Europe and United States on bank- 
ing, credit system, investment, and industrialization. Knowledge of several European 
languages and countries. Seeks position in research, writing, or teaching; also in- 
terested in investment-analyst or controller position. E548 


Labor economics, industrial relations, economic analysis, money and banking: Man, 
36, Ph.D., University of Chicago. Experience includes graduate and undergraduate 
teaching, top-level federal government position, university research, and industry. 
Interested in teaching and research. E549 


Economic theory, statistics, money and banking, business cycles, mathematical eco- 
nomics, principles: Man, 32, married; B.S. (engineering), M.B.A., Illinois, Ph.D. 
dissertation in progress and other requirements completed, University of Chicago. 
Five years of teaching; strong in statistics. Currently teaching but desires change for 
personal reasons. Available in June or September, 1955. E552 


Economic history, business history, insurance history: Man, 36, Ph.D., New York 
University. Fourteen years of governmental experience, including those of an advisory 
and administrative nature; 1 year of teaching experience. Has considerable counseling 
experience. Desires research, writing, or teaching position. Interested especially in 
collge or university teaching position. Of especial usefulness to life insurance com- 
panies as research assistant or historian. E553 


Agricultural economics, money, banking, and monetary policy, price theory, labor 
economics: Man, 31, candied B.S., McGill, M.S., University of Illinois, Ph.D. 
preliminary examinations passed summer, 1954, University of Chicago. Eight years 
as Canadian government economist. Desires university position with combination of 
research and teaching. Available in June or September, 1955. E554 


Marketing, economics, industrial relations, retailing: Man, 34, B.S., M.B.A., com- 
pleted course requirements for Ph.D. in business administration. Business experience. 
Interested in teaching or research position. E555 


Market analysis, finance and real estate economics: Man, 38, married; all Ph.D. 
requirements completed except dissertation. Fifteen years of private and government 
experience in operations and economic research, including: analysis of business con- 
ditions; residential, commercial, and industrial market analysis; finance and real 
estate economics; industrial location and regional economic development; liaison with 
private and public groups. Available immediately for position with business firm 
or university research group. E556 


Economics, statistics, investments, finance, and accounting: Man, 40, married; B.A., 
M.A., Ph.D. requirements completed except the dissertation. Ten years of teaching 
experience. Desires teaching or investment position. E557 


Comparative economic systems, principles, corporation finance, public finance, labor, 
economic history, business law, constitutional law: Man, middle age; M.A., LL.B., 
and course requirements in economics for Ph.D. recently completed at a Big Ten 
university. Ten years of legal and business and 6 years of teaching experience, 
including 3 years at university level. Is primarily interested in stimulating type of 
undergraduate teaching. Desires a teaching position. Available in June or ——s 
1955. 558 


Labor economics and labor relations, national income, public finance, economic his- 
tory, corporation finance: Man, 32; Ph.D., Columbia University. Three years of 
teaching experience in Southern university; 2 years of business research experience. 
Interested in teaching and some research. Available in September, 1955. E559 


Economic principles and theory, money and banking, history of economic thought, 
international trade, business cycles, statistics: Man, 32, married; B.S., M.A., close to 
doctorate (thesis in preparation). Five years of experience teaching economics and 
statistics; research and publications. Desires teaching appointment or teaching plus 
research. E560 


Economics, banking, finance: Man, 30; B.S., M.A. Six years of diversified experience 
with bank supervisory agency. Seeks position with financial institution as an analyst 
or administrator. E561 


Principles of economics, public finance and taxation, public utilities, money and 
banking, and velated subjects: Man, 31, married; Ph.D., University of Wisconsin, 
1953. One publication; 2 years at a California state college teaching large number 
of subjects. Desires more specialized teaching, research, or both. Available early 
in June, 1955, if necessary. D. M. Soule, 1228 13th St., Eureka, Calif. 


International trade, money and banking, investments, market research, labor eco- 
nomics: Man, married; Ph.D. expected this spring. Three years of university teaching 
numerous fields in economics; 7 years of government research experience in cost and 
statistical analysis, interindustry relationships, price studies, and labor relations. 
Interested in teaching position or opening in private industry in management, sales 
engineering, or foreign trade. Available immediately. E562 


International trade, comparative economic systems, urban land economics, marketing, 
history of economic thought, public finance, money and banking, economic history 
of Europe: Man, Ph.D. Research fellowships; 7 years of university and college 
teaching; 4 years of research in federal government. Experience as consultant; 
multilinguist; extensive foreign travel. Desires teaching or research position. E563 


Economic theory, statistics, accounting, money and banking, private and public finance, 
mathematical economics, international trade: Man, 35; B.S., M.A., Harvard, plus 2 
years of graduate study on economic theory and statistics. Now assistant professor of 
economics and special lecturer of statistics; 6 years of successful college teaching 
experience. Other experiences include federal government position, university and 
industry research. Desires better teaching position or responsible statistical research 
position. E564 


Economic history, history of economic thought, economic theory, money and banking, 
business cycles, international trade and economics, economic geography, corporation 
finance, investments, marketing: Man, 30, Ph.D., Rotterdam. Has some teaching, 
industrial, and marketing experience and excellent references. Desires teaching, 
research, or advisory position in California. Available in May-June, 1955. E565 


Statistics: Man, 44, married; Ph.D. in economics. Extensive teaching experience in 
economics and business administration. Publications; research and consulting experi- 
ence; original contribution in industrial applications of statistics. Seeks university 
appointment with opportunity for consulting. Now teaching in Eastern university. 

E566 


Economic theory and principles, labor economics, labor relations, labor law, gov- 
ernment and business: Man, 36; M.A. Three years of teaching experience at large 
Eastern university; 3 years of experience leading private research organization; 2 years 
of experience in labor relations. Desires to complete Ph.D. work; seeks teaching 
position, E567 


Marketing research, salesmanship, retailing, business cycles, money and banking, 
principles of economics, principles of marketing, labor relations, personnel administra- 
tion, business organization and management, American industry and economic geog- 
raphy, foreign trade: Man, 32, married; B.A., M.B.A., Ph.D. course and written re- 
quirements completed at New York University (Graduate School of Business Ad- 
ministration). President of small business 2 years; former assistant professor of 
economics at a large Southwestern college; 6 years of college and university teaching 
plus practical business background. rar in position as teacher, in administra- 
tion, or with industry. E568 


Economic principles and theory, history of economic doctrines, business cycles, money 
and banking, industrial organization and control: Man, 34; B.S., M.S., M.B.A,, 
Ph.D. (economics) in progress. Four years of varied industrial experience; 7 years 
of teaching experience in leading institutions; some publication. Now teaching in 
prominent Eastern school (business administration) but is eager to switch to major 
interest—theoretical economics. No limitations on location. E569 


THE JOURNAL OF FINANCE 


Published by THE AMERICAN FINANCE ASSOCIATION 
Volume X, No. 1 (March, 1955) includes: 


Subordinated Debentures: Debt That Serves As Equity ......Robert VW. Johnson 


The Use of Junior Mortgages in Real Estate Financing .........Fred E. Case 
The Theoretical Value of a Stock Right .................. George H. Evans, Jr. 


Membership dues, including $3.00 allocated to subscription to The Journal of Finance, 
are $5.00 annually. Libraries may subscribe to The Journal at $4.00 annually and 
single copies may be purchased for $1.25. Applications for membership in the Ameri- 
can Finance Association and subscriptions to The Journal of Finance should be 
addressed to the Secretary-Treasurer, George E. Hassett, Graduate School of Business 
Administration, New York University, 90 Trinity Place, New York City. 


. Communications relating to the contents of The Journal of Finance should be addressed 
to the Editor, Marshall D. Ketchum, School of Business, University of Chicago, 
Chicago 37, Illinois, or to the Associate Editor, J. Fred Weston, School of Business 
Administration, University of California, Los Angeles 24, Calif. 


THE FEDERAL ECONOMIC REVIEW 


The Biannual Journal of the Department of Economics 
and Commerce, University of Karachi, Pakistan 


Editor: Philip C. Newman, Ph.D. 


Vol. 1 AUTUMN 1954 No. 1 
I. Articles 

Thi Capital Levy, Zakat, and Fiscal Philip C. Newman 
Some Economic Implications of Pakistan’s Membership of the Commonwealth ....I. A. Mukhtar 
Government Budgets and Central Economic Plans ...............0.-ceececeeee Syed N. Alam 
Il. Notes and Memoranda 

New Methods in Steel and Underdeveloped Economies ..................-. Philip C. Newman 


Ill. Book Reviews (See inside cover for titles) 


The Federal Economic Review is published every Autumn and Spring by the Department of 
Economics and Commerce of the University of Karachi, Karachi, Pakistan. 


Subscription rates: Rs. 3 or Shillings 6 per issue. 
Annual Rs. 5 or 10 Shillings. 


Editorial Communications, Books and Periodicals for review should be sent to the Editor, The 
Federal Economic Review, University of Karachi, Pakistan. 


Advertisements and subscriptions should be sent to the Business Manager at the same address. 
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The man who has a telephone at 
his elbow in the office appreciates 
the same convenience in his home. 

He knows that running down- 
stairs or from room to room to tele- 
phone is an unnecessary waste of 
time and energy . . . when addi- 
tional telephones, conveniently 
placed, cost so little. 

Great thing for Mother, too. 


Bell Telephone System 


SERVICE THAT’S WORTH SO MUCH...COSTS SO LITTLE 


“It’s all right... 


there’s a 
telephone 
right here, too”’ 


For telephones in the kitchen and 
bedroom will save her many steps. 
And give her greater peace of mind, 
especially at night when she may 
be at home alone. 


All of this convenience — and 
safety too—can be yours at small 
cost for each additional telephone. 
Just call the business office of your 
local Bell telephone company. 


Hie 


PUBLIC POLICIES TOWARD BUSINESS 


(Ready April 15) 
By Clair Wilcox, Swarthmore College 


Reflecting the author's exceptionally wide experience in teaching, journalism, government 
service, and diplomacy, this book is logically organized, complete, and authoritative. It is 
characterized by balance and solid scholarship, as well as a lucid and attractive writing 
style. It considers both the economic and political aspects of the subject, striking a proper 
balance between them, and will therefore be found useful both in departments of eco- 
nomics and political science. Topics are included that are not usually treated in other 
texts such as regulation of radio and television, direct controls in wartime, comprehensive 
price control, policies in other countries, and control of atomic energy. 


ECONOMIC FLUCTUATIONS tready march 15) 
By Maurice W. Lee, State College of Washington 


An unusually interesting writing style and comprehensive and thorough analytical treat- 
ment characterize this new text for courses in business cycles and other economic fluctua- 
tions. It is designed to meet equally well the needs of economics majors and business 
administration students. The study of economic fluctuations includes seasonal, secular, 
cyclical, and random fluctuations, but primary emphasis is on the business cycle. Outstand- 
ing for its balance in treating various aspects of the subject, this book covers all the areas 
generally embraced in a cycles course and explores more fully than most texts the subjects 
of stabilization and control, as well as the problem of international stabilization. 


INTRODUCTION to INTERNATIONAL ECONOMICS 


By Delbert A. Snider, Miami University 


Designed for undergraduate courses in international economics, this new text offers an un- 
usually well balanced combination of theoretical analysis and empirical description. It avoids 
analysis too complex for the average student to understand, yet it is not overbalanced in the 
direction of descriptive or historical material. This text has been accorded a fine reception 
in its first year of publication with adoptions in approximately 75 colleges and universities. 


GOVERNMENT FINANCE: An Economic Analysis 
By John F. Due, University of Illinois 


This new text provides an up-to-date unified treatment of the entire field of public finance 
in terms of economic analysis and standards of economic welfare. The text is designed to 
serve two primary purposes: (1) for use in a second course in public finance following a 
descriptive first course, and (2) for use in a first course in public finance stressing economic 
effects and principles of taxation and a general understanding of the revenue and expendi- 
ture systems. 


PUBLISHERS FOR THE AMERICAN ECONOMIC ASSOCIATION 


RICHARD D. IRWIN, INC. 


Please mention Tuk American Economic Review When Writing to Advertisers 


THE AMERICAN ECONOMY 


Principles, Practices, and Policies 
By C. Lowell Harriss, Columbia University 


Adopted hy more than 140 colleges and universities, this popular elementary economics 
text features a superb writing style, combined with professional skill in handling analysis 
and fundamental theory. Price theory and analysis of national income are amply treated but 
are not allowed to crowd out more traditional and still valuable approaches. Particularly 
well liked are the objective treatment of policy issues, flexible organization, excellent 
balance, and a wealth of much needed institutional material. 


ECONOMICS OF LABOR RELATIONS revised edition 


By Gordon F. Bloom and Herbert R. Northrup 


Adoption in nearly 100 colleges and universities is indicative of the very favorable recep- 
tion which has been accorded the new Revised Edition of the Bloom and Northrup text. 
This edition is virtually an entirely new text, rewritten from cover to cover. It is completely 
up to date and reflects a!l recent developments in the labor field. This text treats more com- 
pletely than most the economic aspects of various problems arising in the labor market. 


INTERNATIONAL ECONOMICS 


By Charles P. Kindleberger, Massachusetts Institute of Technology 


This is a distinguished, authoritative, and well-written textbook for courses in international 
économics, international economic theory, and international trade and finance. The em- 
phasis of the text is on the theoretical framework of international trade and the author 
attempts to develop certain techniques of analysis in the fields of income and price, and to 
apply these techniques consistently to a number of aspects of the subject. This book differs 
from other books in the field by its careful development of the relations between inter- 
national economics, and imperfect competition and income analysis. 


ELEMENTS OF PURE ECONOMICS 


By Léon Walras 
Translated by William Jaffé, Northwestern University 


This book is the first of the American Economic Association's new Translation Series. 
Professor Jaffé’s translation is from the Definitive Edition (1926) of the Eléments 
d'Economie Politique Pure annotated and collated with previous editions. The Collation 
Notes record the significant changes in the previous four editions in French and comment 
upon them, so that this volume represents a virtually complete variorum edition of Walras’ 
classic treatise. The original graphs have been improved in presentation and incorporated 
into the text. 


PUBLISHERS FOR THE AMERICAN ECONOMIC ASSOCIATION 


HOMEWOOD, ILLINOIS 


Please mention Tur American Economic Review When Writing to Advertisers 


A New Book... 


BUSINESS 
FLUCTUATIONS and 
(Already used in many FORECASTING 
leading universities) By Dr. Carl A. Dauten 


BUSINESS FLUCTUATIONS AND FORECASTING is a new type of book 
devoted to theory and practice. It gives the prospective businessman the in- 
formation that he needs about business fluctuations and the practical methods 
of forecasting them. 


The early chapters dealing with fluctuations build the background for the 
process of forecasting. This book has the most complete section of forecasting 
of any textbook in the field. 


The forecasting techniques are based upon a sound knowledge of business 
cycles, the causal factors that are at work, and an analysis of present situations. 


SOUTH-WESTERN PUBLISHING CO. 
(Specialists in Business and Economic Education) 
Gincinnati 2 New Rochelle, N.Y. Chicago 5 San Francisco 3 Dallas 2 


15 OOIKS 


THE REDISTRIBUTION OF INCOME IN 
POSTWAR BRITAIN 


Allan M. Cartter. An analysis of Britain’s first year under the new welfare pro- 
grams, including the national insurance and nationalized health schemes, esti- 
mating the redistributive effects upon the various income groups resulting from 
the taxing and spending programs of the Labour government. $5.00 


THE ECONOMICS OF LOCATION 


Augustus Lésch. This unique treatise on the dispersion and location of farms, 
cities, and manufacturing centers in relation to their environment has hecome 
something of a classic in the original German edition. Now available for the 
first time in English, this book pioneers a new field—the relation of economic 
goods and geography—-and opens the way to a new dimension in economics. 
$7.50 


AT YOUR BOOKSTORE 
YALE UNIVERSITY PRESS 


NEW HAVEN 7 CONN 
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Announcing—a NEW BASIC TEXT 
FOR COLLEGE COURSES IN ECONOMICS 


CURRENT 
INTRODUCTORY 
ECONOMICS 


By PAu F. GEMMILL 
PROFESSOR OF ECONOMICS, UNIVERSITY OF PENNSYLVANIA 


This is a new and fresh introductory textbook in eco- 
nomics by one of the most successful authors in this 
field. (His Fundamentals of Economics, for example, 
was used by more than eight hundred colleges aad 
universities. ) 
As its title suggests, the new text is designed to meet 
' the needs of students in the mid-1950’s, and it is writ- 
ten for beginners. It is adapted to either semester or 
year courses. 


CURRENT INTRODUCTORY ECONOMICS provides a 
sound foundation in current economic theory, includ- 
ing adequate attention to the “national income ap- 
proach,” and discusses a number of today’s important 
economic problems as well. 


We believe that teachers will find it notable for clarity 
and readability, for its abundance of examples drawn 
from the current business world, and for its treatment 
of economics as a part of daily life and not “just 
theory.” 


711 pages $5.50 


HARPER & BROTHERS PUBLISHERS 
49 East 33d Street New York 16, New York 
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COMPETITIVE ECONOMIC SYSTEMS 


GEORGE P. ADAMS, JR., Cornell University 


This new book is designed for courses such as “Comparative Economic 
Systems” or “Capitalism and Its Alternatives.” Its 21 chapters provide first 
an analysis of capitalism, socialism, fascism, and communism. Each system 
is then examined as a going concern in a particular historical and sociological 
context. 
PART I ECONOMIC SYSTEMS IN GENERAL 

Il CAPITALISM AND INDUSTRIALISM 

Ill THE SOCIALIST AND MARXIST DISSENT 

IV COMPETING SYSTEMS AS GOING CONCERNS 

V CONCLUSION 


JANUARY, 1955 _ 516 PAGES —_ 6x9 — $6.00 


432 Fourth Avenue 


Thomas Y. Crowell Company New York 16, New York 


L’industria 
Review of Political Economy 
Editor: Ferdinando di Fenizio 
Summary of Issue n° 4/1954 


P. N. Rosenstein-Rodan Factor Proportions in the Italian Economy 


O. Morgenstern Experimental and Large Scale Computation in Economics 

J. Tinbergen On the Theory of Economic Policy 

L. Savino A Model for Forecasting Motor-car and Motor-cycle Circula- 
tion in Italy 

M. Talamona About a Recent Econometric Volume Dealing with Interna- 
tional Trade 

M. Feramr Optimism for Europe 

G. Katona Economic Psychology 


Each aumber contains summaries in English of the original articles. 
Annual Subscription rate for Abroad: Lire 6.000. Anyone interested may send for a sample copy. 
Editorial and Administrative Offices: Via Farneti, 8, MILANO, ITALY. 
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Ready in the Spring 


SOCIAL SCIENCE: 


An Introduction to the Study of Society 
By Elgin F. Hunt 


Here is a simple, direct and integrated picture of the social life 
of man. The influence of culture on society is stressed throughout 
and the various phases of human society are treated as aspects of 
culture. Some of the significant topics not always covered in texts 
on this subject are: technology, population, delinquency and crime, 
social security, agriculture and its unique problems, democracy vs 
dictatorship, public finance and international relations. 


Part I. The nature and development of man, his society, culture 
and the influence of his physical environment. 


Part II. The social adjustment of the individual with his family 
and community environment. 


Part III. The economic organization of society and the major prob- 
lems that grow out of economic activity. 


Part IV. The political aspects of social life. 


Part V. Social problems in the international sphere with special 
emphasis on wat. 


A KEY TO MODERN ECONOMICS 
By David McCord Wright 


The economic concepts and principles essential for an understand- 
ing of modern life are presented in the simplest and least technical 
language possible. 1954, 520 p., $4.75 


PRINCIPLES OF ECONOMICS 


By Fred R. Fairchild, Norman Buck and 
Ruben E. Slesinger 


1954 780 pp. $6.00 


Workbook to accompany 
PRINCIPLES OF ECONOMICS 


1954 162 pp. $2.50 


60 FIFTH AVENUE, NEW YORK 11, N.Y. 
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Just Published 
The Revolution in World Trade 


An American Economic Policy 


By SAMUEL LUBELL 


Writing with a vigor and clarity well known to readers of “The Future of American 
Politics,” Samuel Lubell here presents a penetrating analysis of America’s trade rela- 
tions with the rest of the world. Urging that the radical changes in international 
trade relations following World War II demand a revolution in American foreign 
economic policy, the author here outlines a significant program looking toward 
international economic peace. “Provocative and challenging . . . I am impelled to 
urge others to read it.”—BERNARD M. BaRucH, in the Foreword 


$2.50 at your bookstore or from 


HARPER & BROTHERS 49 E. 33rd St. New York 16, N.Y. 


THE UNIVERSITY OF ALBERTA invites applications for two 
vacancies in Economics, effective September 1, 1955, with ranks of 
Lecturer and Assistant or Associate Professor and total salary ranges 
from $3,700 to $5,500, depending on qualifications and experience. 


Applications should include a detached curriculum vitae; transcripts 
of academic record; a statement of positions held, publications, fields 
of special interest, the names of two references, and a recent photograph 
or snapshot. This material should reach the undersigned before 
April Ist, 1955. 


WALTER H. JOHNS 
Dean, Faculty of Arts and Science 
University of Alberta 
Edmonton, Alberta, Canada 
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MeGraw-Hill presents 
An excellent revision of a BEST SELLER 


ECONOMICS 
An Introductory Analysis 


by 
Paul A. Samuelson 
Massachusetts Institute of Technology 


IN PRESS 


NEW THIRD EDITION 
Here is one of the most competent works ever written for a one-semester 
or full-year beginning course. Utilizing an overall national income ap- 
proach, it synthesizes the basic principles of price and distribution. Its 
emphasis is upon a presentation that will challenge the student’s in- 
terest. Many of the changes in the revision reflect the political and 
economic climate of the past two years and Professor Samuelson has 
shed new light on the opportunities for expansion and prosperity within 
a framework of intelligently controlled stability. 


on big and vital SPECIAL FEATURES 
probleme—whiok fo be the. most Stress is on efficient growth and security. 


interesting ones: 

New chapters on growth and underdeveloped 
countries and on economics of war have been 
added. 

Shows how neo-classic theory has more 
validity now than it did during the periods 
of boom or bust. 


1. Inflation and depression 
2. Family income and national income 


3. Prices, wages, and profits ... 


. . « and most important of all, conditions 
leading to rapid economic progress and 
security, and to efficient use of all our 


Each chapter is planned to constitute a unit 
of understanding; each is provided with a 
detailed analytic summary and discussion 


resources, 
This timely new edition of a top-level work presents an understanding 
of economic principles and facts from which policy opinions and con- 
victions can be intelligently formed. 


questions. 


For supplementary use... 


READINGS IN ECONOMICS 

Edited by PAuL A. SAMUELSON, Rosert L. Bishop, and JOHN R. CoLe- 

MAN, Massachusetts Institute of Technology. Second Edition. In press. 
This is a collection of readings supplementary to any standard college 
textbook in elementary economics. It is designed to give the student 
well-argued and well-written material that gives him first-hand acquain- 
tance with the mainstreams of economic thought in recent years. It in- 
troduces him to many key figures of the profession of economics and 
presents the “pro” and “con” arguments he needs to make intelligent 
judgments on economic problems—particularly in industry, labor, and 
government. 

Send for copies on approval 


McGRAW-HILL BOOK COMPANY, INC. 
330 West 42nd Street New York 36, N.Y. 
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Available Now... 
The Role and Nature of Competition in Our Marketing Economy 


t IVE leading economists contribute to this collection of papers 

which represent a distinct contribution to the study of competition. 
The papers were presented at the 1953 University of Illinois Market- 
ing Symposium and are an important addition to the thinking about 
competition and its place in a marketing economy. The distinguished 
contributors are: 


JOEL DEAN—Competition as Seen by the Businessman and by the 
Economist 


EWALD T. GRETHER—The Regulation of Competition 
EDWARD H. CHAMBERLIN—Some Aspects of Nonprice Competition 
WROE ALDERSON—A Functionalist Approach to Competition 
MALCOLM P. McNAIR—Policies for Making Competition Socially 
Effective in M 
— Price $1.00 per copy. 


BUREAU OF ECONOMIC AND BUSINESS RESEARCH 
University of Illinois Urbana, Illinois 


INTERNATIONAL ECONOMIC PAPERS, No. 4 


Translations prepared for the International Economic Association 


CONTENTS 
The Crisesofthe Tax State. . . . . . . =... . JOSEPH A. SCHUMPETER 
Die Krise des Steuerstaats, 1918 


Giornale degli Economisti, 

Preface to the French Edition of the General Theory of Employment, Interest and Mon 
Théorie Générale de ' Emploi, de V'Intérét et de la Monnaie, 1943 

Wage-fixing according to the Price Index . . . . . . « « « JM@RGEN PEDERSEN 
Report of the Committee on Wage-Fixing, 1952 

Inflation as the Monetary Consequence of the Behaviour of Social Groups. . HENRI AUJAC 
Economie Appliquée, 1950 

Capital Formation and Economic Development . . . . . . CELSO FURTADO 
Revista Brasileira de Economia, 1952 

The Economic Laws of Socialist Society in the Light of Josef Stalin's Last Work OSKAR LANGE 
Nauka Polska, 1953 


Economic Plans and Casual Analysis . . . . . . - + + + +» JOHAN AKERMAN 
Ekonomisk Tidskrift, 1942 
The Acceleration Principle and the Propensity to Import. . . . . HERBERT GIERSCH 
Weltwirtschaftliches Archiv, 1953 
London New York 
Macmillan & Co. Ltd. The Macmillan Company 


A special price of $2.80 net, plus 12 cents postage, has been arranged in co-operation with The Mac- 

millan Company for members of the American Economic Association. Purchases at the special rate 

may be made by placing an order with Dr. James Washington Bell, Secretary, American Economic Associa- 

University. A covering check, made out to The Macmillen Company, must accompany 
order, 
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An Important Spring Publication 


Personnel Management 


William H. Knowles, Michigan State College 


Historical development, theory, and policy are stressed in this modern treatment of 
personnel management. Professor Knowles analyzes the contributions made by 
industrial engineers, psychologists, and sociologists, as well as by human relations 
specialists. He examines thoroughly the ideological and ethical issues involved in 
employee-employer relations. Highly technical skills are left to specialized courses 
or to on-the-job training. 


Two Widely Used Texts 


Economics For Consumers 
Third Edition 


Leland J. Gordon, Denison University 


This comprehensive, up-to-date book is outstanding for its critical evaluation of 
current practices and its constructive suggestions for improving consumer education 
and buying habits. Students with no previous training in economics will learn from 
this text the established economic principles; students with previous training will 
find that the book adds significance to the principles. 


Elementary Economics 


Leland J. Gordon, Denison University 


Written from the consumer’s point of view, this text explains the system under 
which we produce, buy, and sell. Inductive in approach, it builds on a foundation 
of the student’s own personal interests and experiences. Material is incorporated 
from psychology, philosophy, sociology, biology, and politics. All principles and 
practices usually found in an introductory text are included. 


American Book Company 


COLLEGE DIVISION * 55 Fifth Avenue, New York 3, New York 
Cincinnati ¢ Chicago e Atlanta Dallas San Francisco 
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Labor Productivity in 
Soviet and American 
Industry 


WALTER GALENSON. The continued growth of Soviet industry depends 
in large part on whether output per man can be increased in the future 
as it has been in the past. Here for the first time is an analysis of how 
the efficiency of the Soviet worker measures up to that of his American 
counterpart. Industries covered include extractive (coal, iron, crude oil), 
heavy manufacturing (iron and steel, machinery), and consumer goods 
(beet-sugar processing, shoes). Much of the information comes from 
Soviet technical journals not fully exploited before. $5.50 


Medieval Trade in the 
Mediterranean World 


ROBERT S. LOPEZ and IRVING W. RAYMOND, translators and editors. 
This superb collection of documents from the medieval business world 
makes it possible for the first time to follow the evolution of modern com- 
mercial institutions from the age in which their history properly begins. 
The only adequate source book of economic history before the Industrial 
Revolution. $6.75 


Rehabilitation and Development of 
Agriculture, Forestry, and Fisheries 
in South Korea 


A report prepared for the United Nations Korean Reconstruction Agency 
by a mission selected by the Food and Agriculture Organization of the 
United Nations. Included are both general and detailed analyses of 
the most important economic activities in South Korea. $8.75 


COLUMBIA UNIVERSITY PRESS, New York 27 —— 
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CHARTS IN COLOR! For the Introductory Course. 
PLUS: Text - Questions - Statistics 


ECONOMIC HANDBOOK 


A VISUAL SURVEY 


Charles B. Fowler, John |. Griffin 
Jerome B. Cohen, William I. Greenwald, Joseph Cropsey, Frederick Sethur 
School of Business and Public Administration, The City College of New York 


SIXTY UNITS. In each unit: 


1. A summary of the problem 
2. Questions for self-teaching 


NATIONAL INCOME (6 units) 
RESOURCES AND INDUSTRIES (9 units) 

LABOR FORCE AND LABOR ECONOMICS (6 units) 
AMERICAN ENTERPRISE SYSTEM (5 units) 

MONEY AND BANKING (6 units) 

PRICES (6 units) 

PUBLIC FINANCE (6 units) 

INTERNATIONAL ECONOMICS (8 units) 

PRIVATE AND SOCIAL INSURANCE (2 wuits) 
CONSUMPTION AND THE STANDARD OF LIVING (6 units) 


January, 1955 © 246 pages © 55% x 8% © Paper © $2.45 


Thomas Y. Crowell Company 


432 FOURTH AVENUE © NEW YORK 16, N.Y. 
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4. A chart in color 
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ECONOMIC ANALYSIS 
Third Edition 
KENNETH E. BOULDING, University of Michigan 


This outstanding and widely used text for courses 
in economic theory has now been thoroughly re- 
vised, incorporating a good deal of new material 
which has been generally accepted in the past 
few years. Thus the material on national income 
analysis, macroeconomics, has been completely 
reworked; new material on economic dynamics 
has been introduced; and the material on mar- 
ginal analysis has been substantially rewritten. 


April 


A GENERAL THEORY 
OF ECONOMIC PROCESS 


NEIL W. CHAMBERLAIN, Columbia University NEW 


This fresh approach to economics makes a notable 
contribution to social scientists. The author’s aim HARPER 


is to integrate previously unrelated concepts into 


a single interdisciplinary system. The principal 

features of the text are its focus on income flows ECON OMICS 
at micro as well as macro levels, its treat-nent of 

bargaining power as the basis for changes in in- TEXTS 


com: flows, and its consideration of both po- 
litical and sociological influences on the flows of 
income. 


April 


PRINCIPLES OF INLAND 
TRANSPORTATION 


Fourth Edition 
STUART DAGGETT, University of California 
A thoroughly revised and up-to-date edition of a 
text which was widely used for many years, and 
has been out of print since the war. It now pro- 
vides a thorough and authoritative discussion of 
the transportation systems of the United States by 
water, rail, motor, air, and pipe line. It covers 
routes and flows, Tegal responsibilities 
of carriers, rates and classifications, problems of 
coordination and consolidation, carrier regulation, 


and public aid. 
April 


TO BE 
PUBLISHED 
IN APRIL & MAY 

1955 


AMERICAN 


SOCIAL INSURANCE 


Revised Edition HARPER & 
DOMENICO GAGLIARDO, University of Kansas 


BROTHERS 
The new edition of this widely-used text brings 
the whole subject of social insurance in America Publishers 
up to changes made by the i 
ngress. ¢ health insurance movement is dis- 
cussed, and proposed plans are analyzed and eval- 49 East 33d Street 
uated, Voluntary prepaid hospital and medical New York 16, New York 


cate programs are described. The character of the 
text, however, has not been altered. 
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Standard fconomica Joxts 


THE ECONOMIC PROCESS 
Raymond T. Bye and William W. Hewett $5.75 


PROBLEM QUESTIONS 
ON THE ECONOMIC PROCESS 
Raymond T. Bye and William W. Hewett $1.25 


ECONOMIC PRINCIPLES, 
PROBLEMS, AND POLICIES 4th ED. 
William H. Kiekhofer $5.50 


TRANSPORTATION AND 


COMMUNICATIONS 
G. Lloyd Wilson $6.00 


ECONOMICS AND PUBLIC UTILITIES 
Eli Winston Clemens $5.75 


ESTATES AND TRUSTS 
G. T. Stephenson $5.00 


LIFE INSURANCE 4th ED. 


Solomon B. Huebner $5.00 
CASEBOOK IN 
AMERICAN BUSINESS HISTORY 
N.S. B. Gras and Henrietta M. Larson $5.50 


THE MATHEMATICS OF FINANCE 
Franklin C. Smith $4.00 


Appleton -Contwu-Crofts 


Publishers of THE NEW CENTURY CYCLOPEDIA OF NAMES 
33 West 32nd Street New York 1, N.Y. 


Picase mention Tue American Economic Review When Writing to Advertisers 


THE REPUTATION OF THE 
AMERICAN BUSINESS MAN 


By SIGMUND DIAMOND. Articulate interpreters of the American businessman 
have tended to present him as dedicated knight or robber baron. But how have 
the inarticulate millions of his fellow citizens rated the genus businessman—and 
his success—over the years? This unusual new book reveals what the society of 
their own time thought of six famous big businessmen—Stephen Girard, John 
Jacob Astor, Cornelius Vanderbilt, J. Pierpont Morgan, John D. Rockefeller, and 
Henry Ford—whose lives span all of our modern industrial history. In the case of 
each man, the author examines, against the historical background of the time in 
which he lived, the nature of the editorial comment and opinion that appeared, at 
the time of his death, in newspapers, magazines, and other publications. A fascinat- 
ing study in the history of ideas—and also in the changing role of the American 
press and the sociology of mass communications. Studies in Entrepreneurial mer. 


CONSTRUCTIVE LIBERALISM 


The Role of the State in Economic Development in Georgia 
to 1860 


By MILTON SYDNEY HEATH. This book concludes a series devoted to early 
intervention by state and local governments into the economic affairs of four repre- 
sentative states. In this study of Georgia the greatest attention is paid to land 
policy, human resources, commerce and industry, money and banking, internal 
improvements, railroads, regulation, taxes, and public debts. By showing the legisla- 
tive, administrative, and judicial actions of the government, Mr. Heath makes a 
significant contribution to an understanding of this highly important side of the 
growth of American economic enterprise. Studies in Economic History. $7.50 


ECONOMIC POLICY IN THE 
DEVELOPMENT OF A WESTERN STATE 
Missouri, 1820-1860 


JAMES NEAL PRIMM’s documented examination of the state government’s role 
in the economic affairs of a frontier state. He shows that Missouri’s relatively strict 
regulations and strong protective measures were due in part to her smaller financial 
resources, and in part to her strong feeling of sectionalism and fear of Eastern 
financial domination. Studies in Economic History. $3.75 


Through your bookstore, or 
HARVARD UNIVERSITY PRESS 
44 Francis Avenue, Cambridge 38, Massachusetts 
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The International Economy 
WALTER KRAUSE 


Council for 
Technological Advancement 


Recent Cases and Materials 
in Business Law 
CLAUDE W. STIMSON 
JOSEPH LAZAR 
University of California 
at Los Angeles 


Outstanding 


Business Cycles 


EARL C. HALD 
University of Washington 


Managing Securities 
The Basic Principles of Investment 


SIDNEY M. ROBBINS 
University of Toledo 


Books from HOUGHTON MIFFLIN COMPANY 
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1955 Economics Texts 


READINGS IN MARKETING 
FROM FORTUNE 
George H. Brown 


STATISTICAL METHODS 
Third Edition 
Frederick C. Mills, Columbia University 


e 
FISCAL POLICY 


Its Techniques and Institutional Setting 
James A. Maxwell, Clark University 


THE POLITICAL ECONOMY 
OF AMERICAN FOREIGN POLICY 
Its Concepts, Strategy and Limits 


Report of a Study Group, sponsored jointly by 
the Woodrow Wilson Foundation and the National 
Planning Association. William Y. Elliott, Chairman. 


CREATIVE ADVERTISING 


Charles L. Whittier 
formerly Chairman of Plans Board, Young and Rubicam 


HENRY HOLT 
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ECONOMICS 
Revised Edition 
Shorey Peterson, University of Michigan 


INTERNATIONAL ECONOMICS 
AND PUBLIC POLICY 
Harry G. Brainard, Michigan State College 


FINANCING GOVERNMENT 
Fourth Edition 
Harold M. Groves, University of Wisconsin 


URBAN REAL ESTATE 
Ernest M. Fisher, Columbia University 
Robert M. Fisher 


READINGS IN ECONOMICS 
FROM FORTUNE 
Edited by Richard E. Mulcahy, U. of San Francisco 


A GRAPHIC APPROACH 
TO ECONOMICS 


Selected Principles and Problems 
Revised Edition 


K. William Kapp, Brooklyn College 
Lore L. Kapp 
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Important New OXFORD Books in Economics 


Coming 
The second edition, completely revised, of 


The Social Framework of 


the American Economy 
By JOHN R. HICKS, Oxford University, 
ALBERT G. HART, Columbia University, 
and JAMES W. FORD, Vanderbilt University 


Recently Published 


Essays in Public Finance 
and Fiscal Policy 


By GERHARD COLM. A collection of the author’s most often quoted and 
better known essays on public finance and fiscal policy, national income 
and the tax system. Included are some articles recently published in 
the less accessible foreign language journals. The final essay, entitled 
Setting the Sights, makes its initial appearance in this volume. 


392 pp., illustrated. January 1955 $4.75 


Other Significant Titles 


Economic Doctrine and Method: 
An Historical Sketch 


By JOSEPH A. SCHUMPETER. This brilliant early treatment of the develop- 
ment of economic ideas is now available for the first time in English 
translation. Divided into four sections, the book gives a broad survey 
of economic thought from the days of Aristotle to modern times. 


207 pp. 1954 $3.50 


The Oxford Economic Atlas 
of the World 


Edited by the Cartographic Department of the Clarendon Press and 
the Intelligence Unit of The Economist; Geographical adviser, 
Cc. F. W. R. GULLICK, 


96 pp. colored maps, 160 pp. index 1954 $7.00 


OXFORD UNIVERSITY PRESS, Inc., 114 Fifth Avenue, New York 11 
Publishers of Fine Books for nearly Five Centuries 
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Econometrics points the way! 


American economic activity for 1954 
accurately predicted by means of 
econometric models .. . 


. . . models based on principles developed in 


A TEXTBOOK OF ECONOMETRICS 


by LAWRENCE R. KLEIN 


Remember how, early in 1954, many economists and businessmen were jittery 
about a major slump in the American economy? From “severe recession” to “per- 
haps a depression.” Predictions in many cases based on hunches, intuition, personal 
judgment. 

At the same time a forecast was made based entirely on econometric methods.* 
The one who made the forecast, Dr. Lawrence R. Klein, used as his tool econometric 
models developed in his Textbook of Econometrics—the first self-contained text 
on the subject. 


Now it can be told how, in the face of doubts from newspapers and other sources, 
Dr. Klein’s forecast of a “mild downturn” was the one that proved correct. This 
accuracy points up once again the effectiveness of the truly scientific approach 
to forecasting made possible in A Textbook of Econometrics. This textbook, de- 
signed for both graduate and undergraduate courses in economics, shows how to 
build and measure relationships among economic variables and noneconomic 
factors which influence human behavior. It covers econometric models of the 
economy as a whole and of individual sectors, and is unique in showing how to 
use time series, sample survey, and other cross section data for the treatment of 
econometric problems. 
* See the January 7, 1954 issue of The Manchester Guardian Weekly. 


SOVIET ECONOMIC GROWTH 
CONDITIONS AND PERSPECTIVES 


Edited by ABRAM BERGSON, Professor of Economics and Staff Member, 
Russian Institute, Columbia University 


This book contains the results of one of the most intensive researches into the 
Soviet economy by Western Scholars. It traces in systematic detail the rates and 
patterns of growth of the Soviet economy to date and appraises the potentials of 
the Soviet economy for the next 20 years. 


Write for full information 


EVANSTON Company ILLINOIS 
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AN INCOME YOU CAN’T OUTLIVE ... 


AN INCOME THAT KEEPS STEP WITH THE 
TIMES ... 


You'll need both features for your retirement income. 


Money put into an annuity during your working years comes back 
during your retirement as a lifetime income consisting of both principal 
and interest. But if your annuity doesn’t include a hedge against inflation, 
your retirement income may not give you the purchasing power you 
expect for your later years. 


A pioneering type of annuity, available only to college staff mem- 
bers, now tries to do something about this. Educators may pay up to 50% 
of their annuity premiums to the new College Retirement Equities Fund; 
the balance of the premium to TIAA. 


The unique CREF variable annuity is based upon common stocks; it 
will pay more annuity dollars when common stock prices and earnings 
are high—generally, when the cost of living is high. The TIAA annuity 
pays a level number of dollars regardless of economic trends, thereby 
giving greater purchasing power when the cost of living is low. This 
balanced system tends to hedge against both inflation and deflation. 


Any employee of a college or university is eligible. Write for further 
details; we employ no agents. 


TEACHERS INSURANCE AND ANNUITY ASSOCIATION 
OF AMERICA 
COLLEGE RETIREMENT EQUITIES FUND 
522 Fifth Avenue New York 36, N.Y. 
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UNIVERSITY 
PRESS 


A STUDY OF SAVING IN THE UNITED STATES, 
3 Volumes 
By RAYMOND W. GOLDSMITH 


The first detailed and comprehensive investigation into this vital area of our 
economy. “A monumental work .. . Mr. Goldsmith has provided the basic 
material needed for scores of additional researches on the operation of the 
economy and the determinants of its behavior.”——Suwmner Slichter. 


Volume I. INTRODUCTION; TABLES OF ANNUAL ESTIMATES OF 


SAVING, 1897-1949 1,164 pages. 
Volume II. NATURE AND DERIVATION OF ANNUAL ESTIMATES OF 
SAVING, 1897-1949 654 pages. 


Volume III will be published at a later date. Volumes I & II, $30. 


SHORT TERM ECONOMIC FORECASTING 


Studies in Income & Wealth, Vol. 17 
By the Conference on Research in Income & Wealth 
The prediction of economic behavior over one or two years is discussed here 
by seven of the world’s leading students of the problem. Among the topics dis- 
cussed and analyzed are surveys of business anticipations in the U.S. and Canada, 
forecasts of freight traffic, and the well-known Surveys of Consumer Finances. 
Published for the National Bureau of Economic Research 
496 pages. Charts. $7.50. 


LONG-RANGE ECONOMIC PROJECTION 
Studies in Income & Wealth, Vol. 16 
By the Conference on Research in Income & Wealth 


Probably the most comprehensive discussion ever undertaken of the problems 
involved and the methods used in predicting the shape of our distant economic 
future. This book covers such important aspects of our economy as population, 
manpower, productivity, the labor force, dwg capital formation, an govern- 
ment revenue and expenditures. Published for the National Bureau of Economic 
Research. 490 pages. Charts. $9. 


Order from your bookstore, or 


PRINCETON UNIVERSITY PRESS, Princeton, New Jersey 


Please mention Tue American Economic Review When Writing to Advertisers 


Books 


MONEY, BANKING, and 
The FINANCIAL SYSTEM 


MILTON L. STOKES, Gettysburg College; 
CARL T. ARLT, Oberlin College 


JUST PUBLISHED—A textbook that places emphasis on the role of money 
and financial institutions in the determination of price and income levels. 
It presents the principles of monetary theory at the outset to enable students 
to understand and relate the many complex aspects of the subject. The book 
then covers traditional topics in detail. Incorporates findings of the Douglas 
and Patman Congressional subcommittees and the experience of the Federal 
Reserve with credit controls. Discussion questions. Bibliography. 

670 pp., 25 ills., 31 tables. 


ECONOMIC HISTORY of 
The UNITED STATES 


HOWARD R. SMITH, University of Georgia 


READY MARCH 15—A significant departure from the traditional textbook 
handling of American economic history. Using the narrative, chronological 
presentation rather than the usual topical one, the book highlights those 
aspects of the developing economy which were most significant in each period. 
Once the Constitution is adopted, each chapter takes up a short period in 
the sequence of administrations and skillfully interweaves the various strands 


of economic history. 
763 pp., 20 ills., 148 tables. 


MARKETING of 
AGRICULTURAL PRODUCTS 


MAX E. BRUNK; L. B. DARRAH, 
both of New York State College of Agriculture, Cornell University 


RECENTLY PUBLISHED—This textbook for college courses builds a 
practical knowledge of the mechanics of agricultural marketing on a clear 
understanding of the economics of production and consumption. It analyzes 
the underlying factors which control the marketing of farm products and set 
the patterns for many of the specialized functions of marketing. These func- 
tions are then discussed in relation to the job they perform in bringing con- 
sumption and production into balance. The book is amply documented with 
illustrative data. 

419 pp., 70 ills., 59 tables. 


THE RONALD PRESS COMPANY 
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Published this Spring ... 


MARKETING and 
DISTRIBUTION RESEARCH—3rd Edition 


LYNDON O. BROWN, Vice President, 
Dancer-Fitzgerald-Sample, Inc., Columbia University 


READY IN MARCH—Third Edition of this comprehensive treatment of the 
methods, uses, scientific foundations, and the relation to business operations 
of marketing and distribution research. Describes the practices of outstand- 
ing marketing and distribution researchers and brings together the findings 
and experiences of the research departments of leading American corpora- 
tions. This textbook offers broad coverage of all phases of the subject in- 
cluding scope, organization, types, methods, procedures of marketing research. 

606 pp., 39 ills., 34 tables. 


BUSINESS BUDGETING 
and CONTROL—2nd Edition 


J. BROOKS HECKERT, Ohio State University; 
JAMES D. WILLSON, Treasurer, Affiliated Gas Equipment, Inc. 


JUST PUBLISHED. Second Edition of this widely used textbook explains 
budgeting principles, methods and procedures which are applicable to all types 
of business and industrial concerns. Stressing the management viewpoint, 
the book offers an over-all view of budgetary controls and comprehensive 
coverage of specific details. Step-by-step explanation of preparation, operation 
of budgets from construction of budget figures to comparison with actual 
results and drawing up of budget reports. Covers profit planning, control 


applications of budget data. 
438 pp., 100 ills. 


Cases and Problems in 


Personnel and Industrial Relations 


EDGAR G. WILLIAMS; JOHN F. MEE, 
both of Indiana University 


COMING IN APRIL—Designed to accompany any of the standard personnel 
management textbooks, this case book adds realism and practicality to the 
formal course. The case material may be assigned for oral or written work, 
in classroom or laboratory. 44 case studies allow the student to discuss and 
participate in solving personnel problems based on actual business situations. 
In 7 summary case problems he integrates into a functiona! whole various 
personnel policies and practices studied in the individual cases. 

Approx. 214 pp., 6 ilis. Paper cover. 


15 EAST 26TH STREET, NEW YORK 10 
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Don’t fail to 
examine 


OUR EXPANDING ECONOMY 


the new text for the basic “principles” course 


by 
RALPH H. BLODGETT 


Note especially: 


ethe unifying theme of long-term 
growth and development. 

e the extensive treatment of national 
income theory. 


e the thorough introduction to busi- 


@ the superior exposition—clear, easy- 
to-follow, interesting. 


ethe four chapters on International 
Economics. 


ethe three chapters on Comparative 


ness cycles. Economic Systems. 


and the forthcoming 


THE PRICE SYSTEM AND RESOURCE ALLOCATION 


clearly presented in a text for undergraduate students 


by 
RICHARD H. LEFTWICH 
This step-by-step treatment makes price theory understandable at the undergraduate 
level. A coherent set of principles and their applications are oriented around the concept 


of economic efficiency. All phases of market price analysis, product pricing and output, 
and resource pricing and employment are covered. 


Have you added the new translation of 


WICKSELL’S VALUE, CAPITAL AND RENT 
to your professional library? 
The latest addition to the RINEHART LIBRARY OF ECONOMICS, this admirable 
translation by S. H. Frowein makes available for the first time in English a work of 


major importance on economic theory. $3.50 


Order your copies from 


232 MADISON AVENUE 
NEW YORK 16, N.Y. 


RINEHART 
& Company, Incorporated 
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Selected RONALD Books 


MODERN LABOR ECONOMICS 
Pearce Davis and Gerald J. Matchett—both Illinois Institute of Technology 
as important alternative method. Ex- 
plains wage structure, differentials; 
labor supply, demand; organization; 
etc. 42 ills., 659 pp. 


Expert analysis of entire range of 
relations. Focuses on 
collective bargaining as generally ac- 
cepted method of settling wage, non- 
wage issues, and individual bargaining 


ECONOMIC HISTORY of GREAT BRITAIN 

W. Stanford Reid, McGill University 
Surveys economic history of British Isles from early beginnings to 
present, stressing period after 1715. Full discussion of contributions of 
Scotland, Ireland, Wales to British economy. Relates economic develop- 
ments to political, philosophical, religious views. 8 maps, 557 pp. 


PRINCIPLES of REAL ESTATE 


Arthur M. Weimer, Indiana University; and 
Homer Hoyt, President, Homer Hoyt Associates 


Third Edition introduces student to 
principles of real estate, land econom- 
ics. Viewing study of real estate as 
primarily concerned with income pro- 


duction at fixed locations, this textbook 
covers major economic, legal, physical 
characteristics of real properties and the 
real estate business. 70 il/ls., 618 pp. 


FUNDAMENTALS of POLITICAL ECONOMY 
Dean A. Worcester, Jr., University of Washington 


Up-to-date textbook analyzes economic programs, 


roblems in light of 


their effect on human liberties and general welfare. Gives working 


knowledge of economics in general, American economy in particular, 


and of complex relationships in evaluating economic progress. 


33 ills, 594 pp. 


A HISTORY of ECONOMIC THOUGHT 
John Fred Bell, University of Ilinvis 


Chronologically organized textbook 
depicts growth of economic thought 
from antiquity to the present, helps stu- 
dents appraise contemporary economic 


scene. Evaluates thinking of great econ- 
omists; discusses their doctrines, influ- 
ence on national policies and relation 
to present-day problems. 696 pp. 


THE INTERNATIONAL ECONOMY 
John Parke Young, formerly Occidental College 


Strikes a balance between history, institutions, theory, and policies in 


comprehensive description and analysis of the international economy 
and its problems. Thorough discussion of fundamental theory, including 
the major role of the United States in world affairs. ilis 


33 ills., 813 pp. 


ECONOMICS of INCOME and CONSUMPTION 
Helen G. Canoyer and Roland S. Vaile—oth University of Minnesota 


This textbook describes and illustrates 
the laws of economics, from consum- 
er’s viewpoint. From basic principles in 
terms of human desires and raw ma- 


terials, it goes on to cover functions of 
an economy; production, consumption, 
income; relation of economic principles 
to consumption; etc. 92 ills., 355 pp. 


THE RONALD PRESS COMPANY e 15 E, 26th St., New York 10 


Please mention Tuz American Economic Review When Writing to Advertisers 


i} 


AMERICAN ECONOMIC ASSOCIATION 


Two New Association-Sponsored Publications 


Léon Walras’ Elements of Pure Economics 
Translated by William Jaffé 


This book is the first of our “Translation Series.” Because of 
its significance, it has been cosponsored by the Royal Economic 
Society. Members may obtain copies at the special rate of $6.00 
(list price $7.50) by mentioning membership on the order, 
which is to be sent to the publisher: 
RICHARD D. IRWIN, INC. 
1818 Ridge Road 
Homewood, Illinois 


The University Teaching of Social Sciences: Economics 


This volume, issued jointly by the International Economic 
Association and UNESCO, contains reports and papers pre- 
sented at the Talloires Conference, August, 1951, and is now 
available through the UNESCO agent, the Columbia Univer- 
sity Press. A special rate of $2.00 net for a clothbound copy, 
plus 15 cents postage (list price $3.00), may be obtained by 
members if orders, accompanied by checks made out to 
Columbia University Press, are sent to: 

Dr. JAMES WASHINGTON BELL, Secretary 
American Economic Association 
Northwestern University 
Evanston, Illinois 
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texts 


inc. 


an introduction to analysis and policy 
by G. L. Bach, Carnegie Institute of Technology 


Bach's new text aims to help students acquire: (1) the maximum amount of 
material in economics in the most simple and easy-to-read terms (2) a lasting 
interest in real-world economic problems (3) a small fundamental and rigorous 
tool kit for economic analysis (4) an orderly, objective way of thinking about 
economic policy problems (5) and the ability to use economic analysis in reaching 
independent thoughtful judgments on major public policy issues. 


Over 100 schools have adopted this new text less than one year after publication, 
including: Columbia University; University of Pennsylvania; University of Cali- 
fornia, Los Angeles; University of California, Berkeley ; Cornell University ; Ford- 
ham University; Worcester Polytechnic Institute; Indiana University; Carnegie 
Institute of Technology ; University of Illinois ; University of Missouri. A Teacher's 
Manual is available upon adoption. 

March 1954 6" x9" 720 pages 


by Arthur Robert Burns, Columbia University 


Especially timely because of current interest in the relation between poverty in some 
countries and their possible political alignment, this new text employs a new 
approach to explain the differences in economic achievement among various coun- 
tries. It presents the explanation in terms of the various aspects of scarcity that face 
all societies. It analyzes the diverse ways in which countries deal with their economic 
problems. It considers not only nations’ general economic and political organization 
but also their access to resources, methods of organizing production, and policies 
concerning the distribution of income. 


The approach is further distinguished in that it studies primitive, ancient and 
medieval societies as well as contemporary societies. For this reason, it is the most 
comprehensive text in its field. Divided into five parts, the text treats—in this 
order: differences in levels of living; production; productive resources ; integra- 
tion of the productive system; and consumption. Line drawings, charts, graphs, 
tables and bibliographies increase the text’s usefulness. 

Spring 1955 6" x9" approx. 800 pages 


by Herman E. Krooss, New York University 


The American level of living—how it was achieved and what its effects have been— 
is the central theme of this short economic history of the United States. Emphasizing 
the factors of production, how they evolved, what they contributed and what they 
received, the text evaluates the progress we have made in increasing the standard of 
living. With a topical approach, it explains economic development as a continuous 
process. 


Using simple language, the text explains the nature and background of American 
economic history and the roles of the land, the population, the farmer, labor and 
the government in our economy. It studies the evolution of trade unionism, capital 
accumulation, the development of financial institutions and the contribution of 
business enterprise. Industrialization and the evolucion of the manufacturing indus- 
try, domestic and foreign commerce, war, and the business cycle are also analyzed. 
Spring 1955 6" x9" approx. 475 pages 


by James N. Morgan, University of Michigan 


Using data on consumer behavior collected by the Survey Research Center, Uni- 
versity of Michigan, this next text focuses on consumer choices, both individual 
and social. It stresses the analytical skills necessary for intelligent consumer choices 
and interpretation of social-economic problems concerning consumer behavior. 
Avoiding masses of ephemeral information, the author emphasizes sources of 
information and methods of using information. 


Starting with the choice between spending and saving, the text examines the social 
consequences of such decisions and discusses methods whereby a consumer can 
make these decisions for himself. Whole chapters are devoted to insurance against 
risks, medical care, and housing. In each case the individual’s problems are dis- 
cussed, then the consequent problems faced by the whole economy. Other major 
expenditures, government and other protections for the consumer, and economic 
problems of direct concern to the consumer are also examined. Finally, the text 
discusses the problem of maximizing consumer satisfaction. 

April 1955 55%" x 834” approx. 448 pages 


ELEMENTARY ECONOMICS, 2nd Edition 1954 
by J. A. Nordin, lowa State College ; and Virgil Salera 


Centered around the development of responsible citizenship and decision making, 
the new second edition of this popular text employs the national income approach. 
Chapters on national income, prices, banks, wages, economic stabilization, : social 
security, and international economics reflect the latest field research and develop- 
ments in economics. The authors’ clear writing style, coupled with end of chapter 
questions, glossary and cases to illustrate the technical material, greatly aids student 
comprehension. An Instructor's Manual and Objective Tests, available on adoption, 
increases the text's value. 

April 1954 554” x 854" 783 pages 


COMPETITION AND ITS REGULATION 


by Andreas G. Papandreou and John T. Wheeler, 
both of the University of Minnesota 


Using classroom tested materials, this new text gives a comprehensive statement 
and vigorous analysis of competition and our anti-trust policy. It employs the theory 
of games in developing a theory of competitive behavior and in formulating criteria 
for evaluation of public policy in the anti-trust field. It analyzes the meaning of 
workable competition and integrates current developments in economic analysis 
with institutional description and recent legal interpretation in the anti-trust field. 
September 1954 5%" x 834" 504 pages 


ECONOMIC DEVELOPMENT: Principles and Patterns 


edited by Harold F. Williamson, Northwestern University ; 
and John A. Buttrick, University of Minnesota 


Reflecting current interest in raising living standards in underdeveloped areas, the 
text's thirteen contributors chart the strategic factors in development, regional 
economics, and social and economic change. Part I covers the various aspects of the 
development process. Part II presents three case histories of economic development 
in India, Japan, and Mexico. 

August 1954 6" x9" 588 pages 


RUSSIA’S SOVIET ECONOMY, 2nd Edition 1954 


by Harry Schwartz, Specialist on Soviet Affairs, The New York Times; 
formerly, Syracuse University 


An objective evaluation of the strength and effectiveness of the Soviet economy, the 
second edition is the only comprehensive, up-io-date survey of Russia’s economy—its 
origins, organization, and operation—available in English. Main feature of revision 
is the up-dating of material, principally in the light of the events of the last four 


years. 
September 1954 55%” x 834” 682 pages 
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The Law and Economics 


By Joel B. Dirlam, Connecticut College, and Alfred E. Kahn, 
Cornell University. “Here is not only the realistic approach, but the 
sophisticated economic analyzation of the antitrust laws.”—Re- 
search, Patents, and Trademarks 318 pages, $4.50 


Psychological 
Man, Motives, & Money: 
* Economics 
By Albert Lauterbach, Sarah Lawrence College. “As an interpreta- 
tion of the best part of American thinking in economics, this book 


surely must have great influence.”—-Saturday Review 
380 pages. $5.00 


Cornell University Press, Ithaca, \.V. 


THE JOURNAL OF INDUSTRIAL ECONOMICS 


Board of Editors: P. W. S. Andrews (General Editor), Oxford; Professor Joel Dean, Columbia 
University ; Professor P. Sargant Florence, Birmingham University; Professor R. B. Hefleblower, 
Northwestern University; Professor John Jewkes, Oxford; Professor E. S. Mason, Harvard 


University. 


Volume III, No. 1, December 1954 


P.W.S.A. Sir Henry Clay. 
Sir Henry Clay Resale Price Maintenance. 
A. Beacham Fuel and Power Policy in Great Britain. 


Arthur L. Please Some Aspects of European Monopoly Legislation. 
James A. Morris The Concept of Steel Capacity. 

Donald E. Stout Research and Control in a Modern Supermarket. 
Ernest Rudd The Accuracy of Data collected from Firms. 


This Anglo/American journal is especially devoted to the economic problems of industry and 
commerce. Its contributors are businessmen, economists engaged in industry, and specialist aca- 
demic industrial economists. The Journal is published three times a year. MSS from the United 
States should be sent to Professor Heflebower; and from other countries to the General Editor, 
care of the Publisher. The Annual Subscription is $3.00 (21/-), post free; single copies $1.40 
(10/-), post free. Remittances should be sent to the publisher by personal check. 


Published by 
BASIL BLACKWELL, OXFORD, ENGLAND 
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prentice-hall, ie. 


70 fifth avenue, new york 11, new york 


PUBLIC FINANCE/FINANCES PUBLIQUES 


International quarterly journal devoted to the study of 
fiscal policy and related problems. 
Director and Editor in Chief 
Dr. J. A. Monod de Froideville 
Emmalaan 2, Haarlem, Netherlands 
Volume IX 1954 No. 4 
Saaki Eretz Ahuva, Jerusalem Israel’s New Economic Policy in Action 


_ Tsunesaburo Tokoyama, Waseda Univer- Bread or Gun 
sity, Tokyo 


Fernando Sainz de Bujanda, University The Concept of Public Finance and of 
of Madrid the Science of Finance 


Book reviews 
Contributions in French or German are followed by an English Summary 
Subscription Price $7.00 a year, postage free. 


BACK NUMBERS OF THE PUBLICATIONS OF 
THE AMERICAN ECONOMIC ASSOCIATION 
Copies Available 
: AMERICAN ECONOMIC REVIEW 
For sale preferably as entire set; alternatively, as complete years; or singly, where 


years are broken. Prices bid should be f.o.b. Washington, D.C. 


Complete sets (i.e., the four quarterly issues plus the Proceedings of the Annual 
Meetings) for 1927, 1929, 1930, and consecutively for the period 1935 through 
1953 (lacking only December, 1945). 


Broken sets for other years, viz.: 1921, Nos. 4, 5; 1922, Nos. 1, 2, 4, 5; 1923, 
No. 3; 1924, Nos. 4, 5; 1925, Nos. 3, 4, 5; 1926, Nos. 1, 2; 1928, Nos. 1, 5; 1931, 
Nos. 1, 2, 5; 1932, Nos. 3, 4; 1933, Nos. 1, 2, 4; 1934, Nos. 1, 2, 4, 5. 


Write: Henry Chalmers, 5335 Forty-third St. N.W., Washington 15, D.C. 


AMERICAN ECONOMIC REVIEW 


Available in whole, or in part, issues beginning with March, 1942, to date, ex- 
cepting the 1948 Papers and Proceedings. 


Write: Ralph H. Oakes, 6322 Fontainebleau Dr., New Orleans 25, La. 
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The Manchester School 


of Economic and Social Studies 


Vol. XXII, No. 3 September, 1954 
CONTENTS 


Some Notes on Liquidity Preference 
Statistics of United Kingdom Terms of Trade 


The Coordination of Public Passenger Transport in South-East Lancashire 
G. M. HicGins AND W. J. M. MACKENZIE 


“THE MANCHESTER SCHOOL”’ is published three times a year. 


The annual subscription is fifteen shillings (transatlantic subscriptions, 3 U.S. dollars), 
post free. Single copies, six shillings (1 U.S. dollar), post free. 


Subscriptions should be sent to the Secretary, ** THE MANCHESTER SCHOOL,”’ Eco- 
nomics Department, The University, Manchester 13, England. 


EL TRIMESTRE ECONOMICO 


A Latin American Economic Quarterly 
PUBLISHED BY FONDO DE CULTURA ECONOMICA, México. 
Founded in 1934, 


BOARD OF EDITORS 
Jorge Ahumada - Emilio Alanis Patifo - Edmundo Flores - Rail Ortiz Mena 
Felipe Pazos - Rail Prebisch - Rail Salinas Lozano 
Victor L. Urquidi and Javier Marquez, Acting Editors 
Julian Calvo, Secretary 
Vol. XXI October-December 1954 No. 4 
CONTENTS 
M. Kalecki, El Problema del financiamiento del desarrollo econémico 
Felipe Pazos, Aspectoe demogrdficos del desarrollo econdmico 
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